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Northern Region
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Central Region

@ Corporate Office
A Denotes Satellite Office

|:| Denotes Garage Facilities

@ Denotes Satellite/Garage Facilities

Pike Electric Corporation Footprint

Pike Electric began serving customers more than
60 years ago and now provides service across a
contiguous 19-state region, performing transmission
work, storm restoration, underground distribution,
and overhead distribution work using our more than

5,000 pieces of motorized equipment.
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We are one of the largest providers of outsourced electric distributio
and transmission services in the United States. Our core activitie
consist of the maintenance, upgrade and extension of electric distributio
and sub-500 kilovolt, or kV, transmission power lines for more than 15
electric utilities, cooperatives and municipalities. We service a contiguou
19-state region that stretches from Pennsylvania in the north to Florid
in the southeast and to Texas in the southwest. Our growth has bee
almost entirely organic, driven by the steady addition of new customer
and the further expansion of existing customer relationships and throug
acquisitions.
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Financial Highfights .
Years ended June 30 |
{In thousands, except par share data} i !
2006 IS 2004 '
Selected Consolidated Statement of Operatibns Data ,
Revenues EYPTN VIV $579 197  $356,697
Income from operations SECOVEEE § 45391 § 37,307
Diluted earnings (lass) from continuing operations per share LYRNerA £ (011) § 069 |
Average diluted common shares outstanding 32,252 27,709 24,437
Balance Sheet Data . ; '
Working capital CIVEREN 5 69,421 § 41,497 o
Property and equipment, net ‘ ' VLRV $281,842  $190,600 ‘
Total assets RREPROl  $592 455 $287,096 '
Total long-term liabilities EXEREVE  $509,665  $199,311
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Letter to Stockholders:

tn 2006, Pike Electric Corporation achieved a record year as a result of
strong customer demand and hurricane activity. We contin;ued to see
steady economic growth throughout our service territory, except for
those areas devastated by hurricanes in 2005. Hurricanes Katrina, Rita
and Wilma dominated the headlines and much of our work during the
early quarters of fiscal 2006, and we continue to have line crews dedi-
cated to Katrina and Rita clearup work, As we conclude our first fiscal
year as a public company, we are pleased with our results but we recognize there is still much work to/be done, as Pike

Electric continues to streamline costs, improve systems, achieve Sarbanes-Oxley compliance, maintain exemplary safety
in the workforce, and pursue profitable growth. |

|
]
|
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1IJ. Eric Pike

{ Chairman,

|Chief Executive Officer
land President

Pike Electric Corporation

i

Financial Highfights: !\

Total revenue for fiscal 2006 rose 7.1% to $727.5 million from $479.2 million for fiscal 2005. Net income increased to

a record level of $34.4 million or $1.07 per diluted share from a net tass of {$3.2 million) in fiscal 2005 or {$0.11) per
diluted share.

\ . ) . . |

The strong financial results for fiscal 2006 were led'by unprecedented storm revenues during the early quarters of the
fiscal year. Strong customer demand continued, but our core earnings were negatively impacted by in¢reased costs for
fuel and labor and added costs related to our operating as a public company. Some price renegotiations were success-

ful during the fourth quarter and additional negotiations continue. We are optimistic that contract re-pricing will improve
" core earnings during fiscal 2007.

Cash flow from operations for fiscal year 2006 increased 40.8% to $74.9 million from $53.2 million inlfiscal 2005. The
Company repaid $159.0 million of its term debt during fiscal 2006 resulting in $249.0 million in term debt outstanding as
of June 30, 2006.

S |
Growth luitiatives:. _ !
Pike Electric has grown at a rapid pace for the last several years as evidenced by our steady revenue grow"th. We intend to
continue pursuing profitable growth opportunities as we move into fiscal 2007, but will be deliberate,and selective in
our pursuit. During the last quarters of fiscal 2006, we recognized that the atypical storm activity in 2006 and 2005
coupled with our integration efforts in Texas and Louisiana resulted in excess overhead and internal costs. Our goal for
fiscal 2007 is to reduce these internal costs while pursurng careful, profitable growth. Cost restructurlng initiatives
may be challenglng as we continue our Sarbanes-Oxley compliance and improvements in our financial systems However,

we believe this restructuring will allow us to return to the lean and nlmble cost structure typical of Pike Electric for much
af our history, . I
i

|
Organic Growth: |

We do not believe that we will experience significant organic growth in our present service territory during the early part
of fiscal 2007. In fact, we could experience a revenue reduction if storm-related work is marginal. Given the extraordi-
nary expense that many of our customers incurred during the last two years due to hurricanes, we expect some of them
to postpone a portlon of their {core) power line maintenance until next calendar year in order to rebwld their operating
budgets. If the need for storm restoration services in our terntory is reduced, we would expect many of our customers
10 pursue such savmgs Although this could result in less revenue during our first and secand quarters of fiscal 2007, we

|
would expect an escalation of activity during the next calendar year, our last two fiscal quarters, to complete their backlog
of deferred maintenance work.
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We believe there are good organic growth opportunities in our Texas markets and farther west. However, we anticipate|[
pursuing smaller customer accounts to ensure availability of personnel and prefitability in these geographic areas. i

Acquisitions: ! i
Pike Electric will continue to pursue quality acquisitions as our geographic footprint expands. Any acquisition would !
need to be a suppller of high quality with strong earnings that would enable us to enter markets that otherwise would |
be difficult to pene}rate |
Sarbanes-Oxfey Con'I ipfiance: ‘ o
Pike Electric has made significant progress in its Sarbanes-Oxley internal control compliance efforts. We have comp!eted
all initial cantrol mplementatnons and will begm testing these controls earlier than anticipated. At fiscal year end, we
had no significant remediation areas. As we commence testing phases, we are confident that Pike Electric will achieve
full compliance by our deadline of June 2007. !
Outfook: f :

Fiscal 2007 may pro've to be the first “normal” year for Pike Electric in recent years. In 2002, we transitioned from prwate
family ownership to a portfolio company of a private equity group. In 2004, we completed the then largest acqunsmon
in our market ($220 million). In fiscal 2005, we began our IPO process and reacted to Hurricanes Charlie, Frances, Ivanl
and Jeanne. Finally, during early fiscal 2006, we responded to the largest power line restoration in our history due tc; ‘
Hurricanes Katrina' Rita, and Dennis while also changing financial systems and pursuing Sarbanes-Oxley compliance.
These transitions have proven the ability of our management team to react to many different challenges and changes'{
For 2007, our geal | is to ensure that Pike Electric operates as profitably and professionally as possible. We will contmue;
to respond to growth opportunities and pursue sensible acquisitions, but our primary focus will be to continue our pur—
suit of excellence in safety, reduction of costs, ensuring existing customer profitability, and training our workforce forl
the opporturities of tomorrow. These priorities reflect the tenets of excellence that have made Pike Electric successful
and profitable for over 60 years, and we are confident that they will continue to provide value to our customers and
stockholders in the years to come. , |

|
I
|
]
!

{

As we begin our second year as a public company, | would like to thank our nearly 7,000 employees for their contmued!
daily efforts that make us valuable to our customers, our many customers for choosing Pike Electric to perform theur
waork, and our many stockholders for their confidence in us. As the years ahead bring new challenges and opportunities,
Pike Electric will be ready. :

;[
\ ¥

J. Eric Pike ! ' !
Chairman, Chief Erxecutive Officer and President
Pike Electric Corporation
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How do significant storm restoration _prqjects
im_pact core_power fine maintenance revenues?

Massive storm restoration projects can significantly drive
down core revenues and distort traditional direct overhead
levels. We do not maintain a separate work force for storm
restaration projects. Our billing rates for storm restorations
vary, but are on an hourly basis for crews and equipment.

Due to the increased number of hours each employee
works per day during storm restoration and the billing rate
differentials, storm restoration revenues could range
from three to five times care power line revenues for the
same period,

Because many of our customers faced extraordinary
expenses as a result of strong storms in the last two years,
we expect them to defer some of their routine power line
maintenance work throughout our second fiscal quarter
of 2007 to rebuild their operating budgets. This deferral
will have an impact on our power line maintenance busi-
ness; however, we expect it will be temporary.

What is a rcasopaﬁfe _qrowtﬁ expectation gf
the business?

We believe the trend for outsourcing power line construc-
tion and maintenance will continue as utility companies
focus on their primary business of electric generation and
seek to replace their aging field work force. We will con-
tinue capturing market share whenever possible within our
existing footprint, or contiguous to it. As opportunities
arise to bid on new business, we will do so competitively.
Qur goal is to position Pike Electric to focus on measured
long-term organic growth while continuing to pursue
operating efficiencies.

In addition, Pike will consider acquisitions where they
complement our current business structure.

What are Pike Electric’s plans for the use qf
any excess cash ffow that is generated?
As we believe our market capitalization is being negatively

impacted by our leveraged financial position, we will con-
tinue to pay down our long-term debt aver the coming year

_percentages in the range of 14% to

- percentages. !

while maintaining sufficient liquidity
to finance our business initiatives.

What are reasonable profit-
aﬁiﬁty _qoafs for Pike Efectric?

Over recent years, excluding the
impact of one-time charges in fiscal
2005, our gross margin percentage
has ranged from 14% to 18%. General
and administrative expenses since
our initial public offering in July 2005
have ranged from 6% to 7% of our
revenues, but have been favorably
impacted by our significant storm 13
revenues in fiscal 2005 and fiscal 2006,

e
e _n,

2w
[ '

We expect our business operations
to generate long-term gross rargin

17% and general and administrative
expenses in the range of 7% to 9%.
These expectations would result in
operating margins of 5% to 10%. We
operate under a crew structure that
does not experience the benefits of 2 volume-base
business to reduce higher fixed costs. Therefore, periods %
of high growth may generate lower gross margin per- ;
centages. Alternatively, in periods of slower growth we 1
may benefit from significantly'higher‘ gross margin

Can you explain the terms and cor}tﬁ'tiﬂns (j
your master service agreements (“MSAs")? !

The terms of our MSAs often are betweén one to three |
years for cooperatives and municipalities and three to five
years for investor-owned utilities, both with periodic !
pricing reviews. Due to the nature of our MSAs, our cus-
tomers are not committed to the specific volumes of 1
services. Instead, we commit to perform specific services :
covered by the MSAs if and to the extent requested by
the customer. The customer is, howeve'rr obligated to
obtain these services from us if they are to be performed
under the MSA, )
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ITEM L. BUSINESS ~©~ - = =« =t . . S ' b B
Overview ' - o o '

We are one of the largest third-party providers-of outsourced electric distribution and transmission services in -
the United States. Our core activities consist of the maintenance, upgrade and extension of electric distribution and
sub-500 kV transmission power lines. Our customers include more than 150 electric utilities, cooperatives and
municipalities across a contiguous 19-state region that stretches from Pennsylvania in the north to Florida in the
southeast and to Texas in the southwest

L3

3 . . [ . . ' . . . .-

We focus on the distribution and sub-500 kilovolt (“kV”) transmission sector of the electrlc infrastructure * .. v
services industry, which we believe to be the largest and most atiractive sector in thé industry. Based on recent data
from Edison Electric Institute, utilities are estimated to spend $14 billion per year on averdge over the next 10 years
on distribution investment, which is almost triple the size of transmission spending. Moreover, expenditures on
distribution are generally more stable than those for heavy transmission itifrastructure, which tend-to be
characterized by distinct, large, one-time projects. We dérive over 90% of our revenues from master service -
arrangements, under which we are ‘paid either on an hourly basis or for éach unit of work completed, rather than
under the fixed-price contracts typically associated with large-scale transmission construction projects, In addition to -
our core distribution and transmission services, we also offer Storm restoration services a.nd a vanety of value-added
anc1llary serv:ces S . : L

0 " . ! - . v ' ’ ' LI T

Our prlnc1pal executive of’ﬁces are located at 100 Pike Way,-Mount Airy, NC 27030 Our telephone numbet is ¢ !
336-789-2171. Our website address is'www.pike.com, Information contained on our website or that can be'accessed * -
through our website is not incorpotated by reference herein or to be considered pait of lh]S Annual Report on | v
Form 10-K. I

3

Remcorporatlon and Initial Pubhc Offerlng
We were mcorporated in North’ Carolma m 1968 and remcorporated in Delaware on July ] 2005 To effect the
reincorporation, Pike Holdings, Inc., our predecessor, merged with and‘intd a newly-created who]ly-owned
subsidiary, Pike Electric Corporauon whlch was formed in Delaware for the sole* purpose of effecnng the v e
reincorporation. ' . - cod = . L . T

s e 1 : - L f .

On August 1, 2005, we completed our initial public offering (“IPO™) of 10.0 million shares-of common stock, ' :
receiving approxlmately $122.0 million in net proceeds-after deducting underwriting discounts, commissions, .
offering expenses and the fee for the-termination of the management agreement ‘with Goldberg Lindsay & Co. LLC "o
Our common- stock began tradmg on the New York Stock Exchange on July 27, 2005. AII of the net proceeds were
used to repay Iong-term debt. . .- ' o Ce XL - - ,
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The market for electric power in the United States is over $250 billion and-électricity consumption has grown at
an average compound annual growth rate (“CAGR”) of 2.4% from 1975 to 2005, according to the Energy
Information Administration (“E1A™): The industry is comprised of investor-owned utilities, municipal utilities,
cooperatives, federally-owned utilities, independent power producers and-indepéndent transmission companies with
three distinct functions: generation,-distribution and trarismission’ The electric distributioh ‘and transmission’ ~ r:
infrastructure is the critical network that connects power from generators to residential, commercial and industrial
end users. Electric transmission refers to power lines through which electricity is'transmitted oveér long distances: at .
high voltages (over 230 kilovolts) and the lower voltage lines that connect the high voltagé transmission - <o
infrastructure to local distribution networks. Electric distribution refers to the local municipal, cooperative or utility -, :-
distribution network, including associated substations, that provides electricity to end users over shorter distances. - --
Within this electric network, there are over a million miles of distribution lines, more than 180,000 miles of high-
voltage transmission lines and an estimated 60,000 high-voltage substations that momlor controt stablllze and

modify voltage levels throughout the network. - . I .




Electric distribution and transmission infrastructure requires ongoing maintenance, upgrades and extensjons to
manage power line congestion, avoid delivery failures and connect distribution lines to new end users. According to
the EIA, electric utilities increased capital spending by 13.5% in 2005. This infrastructure further requires
emergency repairs whenever unexpected power outages or damage occur. The required maintenance, upgrades and
extensions, as well as the emergency repairs, are performed by the utility companies that own the relevant power
lines and by third-party service providers, such as our company, to which utilities; cooperatives and municipalities
outsource some of their needs.

Industry Trends

Long-term demand for power line services is primarily driven by the continuous need to maintain and upgrade
the electric distribution and transmission infrastructure. In addition, future growth in demand for infrastructure -
services will generally be driven by increased demand for electricity, increased outsourcing by utilities and the need
to correct the inadequacy of the current electric infrastructure. _ )

Growth in Demand for Electricity. Demand for electricity is a direct driver of spending on electric distribution
and transmission infrastructure. According to the EIA, electricity consumption in the United States increased 105%,
between 1975 and 2005, driven by population growth, economic expansion and the proliferation of electrical
devices. In addition, electricity consumption is expected to increase by another 45% by 2030, according to the EIA.
The southern census region of the United States, which forms the majority of our market, -has exhibited, and is
forecasted to continue to exhibit, more than double the population growth rate of the midwest and northeast census
regions driving both increased investment in the distribution and transmission infrastructure and the related increase
in maintenance requirements in our service territory. According to the EIA, electric power consumption in the
southern United States is projected to grow approximately 55% from 2005 to 2030. We believe that demand for our
services by electric utilities will be driven by these favorable factors in the southern United States over the next
several years. : : ' J -

Passage of the Energy Policy Act of 2005. On August 8, 2005, President Bush signed the Energy Policy Act of
2005 into law. The Act includes provisions designed to improve electric transmission capacity and reliability and
incentives to encourage investment in the transmission infrastructure. The Act calls for the formation of the Electric
Reliability Organization, subject to oversight by the Federal Energy Regulatory Commission (“FERC”), to create
and enforce minimum reliability standards. FERC will be required to set rules promoting capital investment to
enlarge, improve and maintain transmission facilities; provide a rate of return that attracts transmission investments;
and provide for recovery of costs of complying with the new mandatory reliability standards. The Act also '

- authorizes FERC to issue permits for the construction or modification of transmission facilities within national
interest transmission corridors where states fail to act in a timely manner or lack the authority to issue permits. We
believe that this will lead to a more efficient permitting process, which should encourage investment in the
transmission system. The Act also facilitates effective competition by repealing the Public Utility Holding Company
Act (“PUHCA?”). We believe that this could spur investment interest from non-utility entities, which are likely-to
focus on reducing costs, while enabling utilities to focus on their core competencies. Additionally, we believe that
the repeal of PUHCA may lead to increased interest in outsourcing solutions. We believe that our business will
benefit from any increase in spending in the transmission infrastructure due to the associated increases in
maintenance, extension and upgrade of distribution and sub—SOO kV transmission lines. <y

Incréased Outsourcmg of Inﬁ'astructure Serv:ces As aresult of an mcreased focus on prof' tablllty wnthm the
power industry, utilities, cooperatives and municipalities are continuously seeking ways to improve cost efficiencies.
Over the last decade, electric utilities and cooperatives have increased their reliance on outsourcing the maintenance
and improvement of their electric distribution and transmission systems to third-party service providers. Outsourcing
benefits utilities by enabling them to focus on their core competencies, more flexibly manage their labor costs and
more efficiently deploy their capital. We estimate, based on third-party industry inquiries, that utilities and
cooperatives outsource approximately one-third of their total infrastructure servicing needs, providing room for
continued growth for third-party service providers such as our company. '

Inadequacy of Current Electric Infrastructure. Today, s:gmﬁcant]y more electncxty is being transported over
longer distances, utilizing a system that was initially designed for limited power sharing among neighboring utilities.




Despite changes in the wholesale electricity market, transmission investment has not kept pace with the growth in
electricity consumption, which, according to the EIA, has more than doubled since 1975. Such underinvestment,
coupled with ever-increasing load demand, has led to critical congestion problems within the national power grid,
which resulted in the rolling blackouts in California in 2001, the August 2003 blackout (which left 50 million people
in the midwest and northeast United States and Canada without electricity) and the dramatic increase over the past
several years in emergency relief procedures needed to avoid overloading lines. We believe that our business will
benefit from any increase in spending in the transmission infrastructure due to the associated increases in
maintenance, extension and upgrade of distribution and sub-500 kV transmission lines.

History

We were founded by Floyd S. Pike in 1945 with a single truck salvaged from the bottom of an infand waterway.
Over our 60-year history, we have grown from six employees servicing one customer in North Carolina to over
6,900 employees servicing over 150 customers spread across a 19-state region as of June 30, 2006. On July 1, 2004,
we acquired Red Simpson, Inc. (“Red Simpson”). Founded in 1963, Red Simpson was an electric distribution and -
transmission services provider in the south central United States. Our service territory was contiguous with Red
Simpson’s, and the acquisitiori added new customers and diversified our customer base, as demonstrated by the fact
that only two of our top 10 customers overlapped with Red Simpson’s customer base. Accordingly, the acquisition
of Red Simpson not only added new customers but also decreased our combined exposure to our largest customer.
The acquisition of Red Simpson also substantially increased our operating scale and resources, which enhancéd our
flexibility in servicing our customers’ critical needs.-We are now one of the largest thlrd—parcy providers of
outsourced distribution and sub-500 kV transmission services in the United States.

Many memberé of our senior management team, including our chief executive officer, J. Eric Pike, have spent
their entire careers with us, beginning as linemen or occupying various other jobs prior to their current positions. We
believe that our management continuity provides our company with several benefits, including customer
relationships that span three generations of our management and an organizational cu]ture marked by operaticnal
excellence.

v

Competitive Strengths : ;
We believe our significant competitive strengths are as follows: 3

+ Leading Pure-Play Provider of Electric Distribution and Transmission Infrastructure Services. We are one
of the largest providers of services to electric utilities, cooperatives and munu:lpalmes Addmonal]y, we are
one of the few service providers of scale in our industry that operates under a single, well- recogmzed brand
over a conttguous geographlc area. '

«  Qutsonrced Services-Based Business Mode[ We provide vital services to electric utllmes cooperatives and
municipalities, which have increased their reliance on outsourcing the maintenance and improvement of their
distribution and transmission systems 1o third-party service providers. Over 90% of our revenues are derived
under master service arrangements. We derive less than 5% of our revenues from fixed-price agreements
relating to !arge-scale capital improvement projects. Lo ‘

Auractive, Contiguous End Markets. We operate in a contiguous geographic market that includes the
southeastern and south central United States. Our markets have exhibited strong population growth and
increases in electricity consumption, which have increased demand for our services. Moreover, the
contiguous nature of our service territory provides us with significant benefits by mcreasmg our operatmg
efficiency and our flexibility to respond to our customers’ needs .

«  Recognized Leader in Storm Restoration Capabilities. Qur 19-state market includes the prime “storm
territories” of the Southeastern and south central United States. Throughout our market we are a leading
provider of emergency services for storm restoranon

. Long-Smnding Relationships Across a High-Quality Customer Base. We have a diverse, well capitalized
customer base that includes over 150 electric companies throughout our service territory. We employ a




customer-focused philosophy that has resulted in long-standing customer relationships. After giving effect to
the Red Simpson acquisition, our relatnonsh|ps with our top 15 customers average approximately 33 yéars.

. Expertenced Management Team with Demonstrated Opemnonal Exce!lence Our strong management has led
us.to operational excellence, as demonstrated by our continuing success in effectively growing our business,
managing our.costs, supervnsmg our workforce and deploying our fleet. Members of our senior management
have been with us for an average of approximately 22 years and most obtamed significant operaung
experience prior to being promoted to their current positions. o

*  Major Investments in Fleet and Safety. We have made significant investments in our business to support our_

continued growth. In addition to investing in our fleet, substantially all of which we own, we have invested in

our employee safety and development programs, establishing training and safety programs certified by the,

Department of Labor. - ., . L .

Business Strategy e e _ .

s px N . ,
We strive to be our customers servnce provnder of choice and to expand our leadershlp position in the
outsourced services sector of the electrlc infrastructure industry, while continuing to increase our revenues and.
profitability. In order to accomphsh these goals, we mtend to pursue the following strategles

* '

. lncreased Penerranon Wuhm Our Exzstmg Serwce Terruonr We mtend to continue to increase our |
penetration and market share within our existing service territory by expanding our. existing customer
relationships, attracting new customers and pursuing selective acquisitions. We believe our quality service,
modern fleet, regional presence, storm restoration capabilities and strong safety record will enable us to

Ldevelop our business with both exlstmg and prospecnve customers as they continue to further outsource their
servicing needs. . L , . .
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. Expand Our Serwce Terrrtory We intend to contmue to grow our business by seekmg new opportunmes
from our existing customers that have operations outside our current service territory, capturing new
customers in other geographic markets and pursuing selective acquisitions. In the last several years, we have
successfully expanded our services into Mississippi, Pennsylvania, Louisiana and Texas. In addition, our
acquisition of Red Simpson enabled us to add customer density in the south central market, primarily in
Texas and Louisiana, which had been a strategic objective. We also have been successful in acquiring new
customers after providing storm restoration services to them. o ot

. Contmued Focus on Dtstnbunon and Sub-500 kV Transmtssron We w1]l contmue to focus on the
maintenance, upgrade and extension of electric distribution and sub-500 kV transmission power lines. By
focusing on the distribution and sub-500 kV transmission sector of the mdustry and providing high-quality
services to our customers, we believe that we will be in a position to capture a significant share of the
expected increased amount of work in this market sector. . . : L

. ‘Caprlahze on: Favorable Long—Term Industry Trends We belleve that we are well posmoned to, benefit from
expected long—term 1ndustry trends, which are described in more detail above under the headmg “Industry

Trends™.

-

capabilmes to achieve higher levels of operating efficiency and productivity while further enhancmg our -
customer service: Additionally; we intend to use our modem fleet, repair and maintenance capabilities and
skilled workforce to increase our cost competitweness so that we may profitably win new business.

‘ . Commued Fi ocus on Operatmg Eﬁ' crency and Customer Service. We mtend to use the, scale and scope of our
|
|
]

., «.fnvestment in Technology. We have recently completed the installation of four core modules of a new
,accountmg system. We are currently consndermg different alternatives for a comprehenswe Enterprise .
" Resource Planning (“ERP”) system that would allow for a seamless interface between functtons such as
accounting and finance, human resources, powerhne operations, fleet management and customer
relationships. The ERP, system is intended to improve and enhance our information systems and 1o glve usa
technologlcal advantage over competitors |n our mdustry

oo




Our Services ) , L o
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We provide services to the electric power dlsmbutlon and transmlssmn market. We focus primarily on the
maintenance, upgrade and extension of overhead and underground power lines.. We also offer storm restoration
services and various anciliary services. We prov1de a breakdown of our revenues by type of service in
“Management’s Discussion and Analysis of Flnanc1al Condition and Results of Operations — Services.”

Powerline Services. We began as a prowder of distribution infrastructure services, and thesé services continue
to be our primary revenue generator. Today, using over 5,000 pieces of motorized equipment, we provide overhead
and underground maintenance, upgrade and extension services in a 19-state region. Overhead services consist of the
construction and repair of wire and compenents in energized overhead electric distribution systems. Underground
services range from simple residential instailations, directional boring, duct bank and manhole installation to the
construction of complete underground distribution facilities. We also perform routine maintenance work consisting
of repairing or replacing damaged or defective components, inspecting distribution systems for safety hazards and -
upgrading outdated or Iow capacnty infrastructure. . . .. v T G

1 v ' . .

We also offer maintenance, upgrade and extensnon sefvices for transmission lines with vo]tages of up to and
including 230 kV and perform energized maintenance work for voltages'up to 500 kV. These applications are
predominantly single-pole and H-frame structures utilizing wood, concrete or steel poles. Given the current load on ... .
regional electricity grids, our ability to perform energized maintenance work is a significant competltwe advantage
because the work can be performed without interrupting the electric network. . . .

~ We also provide ancillary services, including the construction of power substations, right-of-way clearance and -
maintenance and the installation of street lighting and fiber opti¢ lines 1o meet the needs of certain of our distribution”
customers, While we do not actively pursue these ancillary services as stand-alone services, they add significant
value for our customers who prefer to utilize a single electric distribution and transmission infrastructure service
provider for all of their needs. Our, various ancullary services have generated less than 10% of our total revenue for

each year during the past five years, : y

Storm Restoration S"éﬁr'w'ces. Storm restoration involves the repair or reconstruction of any pait of a disft’r‘ib"utibn
or sub-500 kV transmission network, including substations, power lines, utility poles or other components, damaged
during snow, ice or wind storms, flash floods, hurricanés, tornados or other natural disasters. We believe that otir
crews have eamed a reputation as a storm restoration leader in the southeast and south central United States due to
our ability to mobilize rapidly the necessary employees and ‘equipment while maintaining a functionab force for our'
" unaffected customers. In crisis situations, we have deployed over 2,000 employees within 24 hours to respond to our
customers’ emergency needs. We maintain a dedicated 24-hour Storm Center that acts as the single hub of o
command. We also perform these services outside our existing geographic service area. :

Storm restoration services do not require that we k:eep a dedicated team on call. Rather, we rely on our t
customers in unaffected areas with less time-sensitive work to release our crews in the event of a severe storm. This
deferred work is addressed after the storm restofation work has been completed. This method of stafﬁng storm
crews has proven both cost-efficient and effectwe

1 . . ty . e
Our storm restoration services provide us with opportunities to attract new customers for our core electric’
distribution and transmission infrastructure services and we have been successful in acquiring new customers after
providing storm restoration services to them. In addition, our storm restoration services are more profitable than-our -
ongoing infrastructure services work. Our storm revenues vary significantly from year-to-year as shown in the table
on the following page:




Storm Revenue Data

Storm Total Percentage of
" *Year Revenues Revenues Total- Revenues
oo (In ‘millions) (In millions) : '
2000 $- 21.6 $ 263.7 . 8.2%"
2000 253 2873 ' 88%
2002 .10 273.2 2.6%
2003 : 46.6 S 2975 15.7%
2004 ., 430 356.7 12.1%
2005 K 149.2 679.2 22.0%

2006 : 185.3 727.5 - 25.5%

During fiscal 2006 and 2005, we experienced the largest storm restoration events of our history as several
significant hurricanes impacted the Gulf Coast and Florida. At the peak of our restoration activity, we dedicated
approximately 3,000 field, supervisory and support staff to storm restoration services. Qur storm restoration revenue
for fiscal 2006 is not indicative of the revenues that we typically generate in any period or can be expected to
generate in any-future period. We cannot accurately predict the occurrence or magnitude of future storm restoration

revenues. - Lo

The following table sets forth certain information related to some of our selected significant storm mobilizations:

Selected Storm Mobilizations -

- '  Approximate
Numberof -
: Employees Restoration
Storm " Date Maobilized ' Period
Hurricanes or Tropical Storms
Hurricane Wilma............ e October 2005 \ 1,600 22 days
- (FL) | o - o :

HUFTICANE RitA.....t..cocvvvvsesneassssssmnsssssezeneesees September 2005 1,500 18 days
(TX, LA) ; ‘ o .

Hurricane Katring. ...t fvinecntonnene . Seplember 2005 - 3,100 | 30 days
(LA,MS,AL) ‘ ) :

Hurricane Dennis .......... errerrnre e Ceeveeveearens : * July 2005 - . Le00 6 days
(FL) S ' '

Hurricane FTances .......coveerivins e September 2004 1,800 15 days
(FL, GA, NC, SC) . - , '

Hurricane Ivan .......... ‘ September 2004 1,700 ) 9 days
(AL, FL, GA, MS, SC, NC, VA) | )

Hurricane Charley ..o, August 2004 2,000 16 days
(FL,NC) . . L '

Ice Storms - . .

Iee StOMM..coivee et  Febmary 2006 275 4 days
{(NC, VA)

Tce SLOMM..ovee s December 2005 2,000 7 days
(GA, NC, SC, VA)

108 SEOTIM ... ree e s December 2004 880 11 days
(OH) |

I SIOM ..o December 2004 440 9 days
(IN)




Customers

We have focused on developing strong, long-term relationships with major electric utilities, cooperatives and
municipalities. We have a diverse, well-capitalized customer base that includes over 150 electric companies o
throughout our service temtory We have employed a customer-focused philosophy that has resulted in customer
loyalty, as exemplified by our 60-year relationship with our first customer, Duke Energy, our48-year relatlonshlp
with American Electric Power Company, Inc. and our 31- -year relationship with TXU Corp. Our relationships with’"
our top 15 customers average approxrmately 33 years. We preserve these reiatlonshlps by prov1dmg top—quahty
service and mamtalmng advanced equtpment

The fo}]owmg table lists long-standing relationships selected from our larger customers as of June 3t), 2006:

2

Selécted Long-Standing Customer Relationships

' Length of
Customer . Relationship -

- . . ' (In years)
Duke Energy . . 60
Cobb EMC .ol " .49 r
American Electric Power Company, INC. ... 48,
SNAPPING SHOAIS EMC ..o e sessesse e erssesssss s sessssssssssssssinsssesesesesesasanessie L. 44
Greystone Power Corp. ..ccooorecieeerns PO OO SRR 43
Entergy COrporation .........c..o.loeeveccennes SOOI VU e e PRI S S O
Dominion Virginia POWEF'CO. cocovvvirrnrrrcverenenn T SO WO SRR I ‘33
Progress Energy Carolinas (formerly Carohna Power & nght Company) ' 33 )
TXU Corp. . )
Oglethorp Power Corp / Georgla Transmlssmn Corp e 25 ’

Our top ten customers accounted for approxnmately 56.1%, 55. 6% and 47 4% of our tota] revenues during ﬁscal
2006, 2005 and 2004, respectively. We have one customer that represented greater than 10% of revenues for fiscal
2006, two customets for fiscal 2005 and one customer for fiscal 2004. Salés to Duke Energy accounted for -
approximately 14.7% of our-total revenues for fiscal 2006. Sales to Duke Energy and Florida Power & Light each.
accounted for approximately 12. 0% of our-total revenues for fiscal 2005. Duke Energy accounted for approximately
19.5% of our revenues for fiscal 2004 and approx1mate1y 12.6% of our total revenues for fiscal 2004 on a pro forma
basis after giving effect to the acquisition of Red Simpson. A substantial portion of our total revenues will continue

tobe derived from a limited group of customers, mcludmg Duke Energy and Florlda Power &inght

Types of Service Arrangements ' ' T "

Over 90% of our services are prov1ded under master servrce arrangements (“MSAs”), that cover mamtenance
upgrade and extension services, as well as new construction. work under these arrangements is typically billed
based on either hourly usage of labor and equipment or unit of work. We do not derive significant revenues from.
fixed-price agreements relating to large-scale capital improvements, which typically involve competitive bidding.
For the year ended June 30, 2006, approximately 65% of our revenues were generated from hourly arrangements,
while approxrmately 32% were generated from unit-based arrangements The terms of our service arrangements are
typically between one to three years for cooperatwes and municipalities and three to ﬁve years for investorzowned.
utilities, with periodic pricing reviews. Due to the nature of our MSAs, in many, mstances our customers are not B
committed to the specific volumes of services, but rather we are committed to perform the specific services covered
by the MSAs if and to the extent requested by the customer. The customer is, however, obhgated to obtain these
services from us if they are not performed by the customer’s employees. Therefore, 'there can be no assurance asto
the customer’s requirements during a particular period or that such estimates at any point in time are predICthE of
future revenues. Most of our arrangements, including MSAs, may be terminated by, our customers on short notice.
Because the majority of our customers are well-capitalized, investment grade- rated electrlc unlmes or cooperatlves
we have h!storlcally experienced minimal levels of bad debt

'




Initial contract awards usually are made on a competitive bid basis, but extensions often are completed on a
" negotiated basis. As a result of our track record of quality work and servrces we estimate that a majority of our |
arrangements are renewed at or before the expiration of their terms.
vt ' - o ' ’ o D7 !
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Our servrces are perfonned outdoors, causmg our results of operatlons to be subject to seasonal variations due
to weather CDl‘ldlthIlS These seasonal variations affect both our powerline and storm restoration services. Extended ,
_periods of rain affect the deployment of our powerlme crews, particularly with respect to underground work. Durmg
the winter months demand for powerline work is generally lower due to inclement weather In addition, demand for ,
powerline work generally increases during the spring months due to improved weather conditions and is typically
the highest during the summer due to better weather conditions. Demand for electrical repairs is generally higher
during the fall months due to damage caused by weather conditions, such as hurricanes. In addition, our results of
operations are subject to significant variations related to storm restoration services. .

Proprietary Rights

We have obtained U.S. federal trademark registration for our “PIKE” word mark and our “PIKE” logo mark.
We own registrations for three other trademarks. We'have invested substantial time, effort and capital in establishing
the Pike name and believe that our trademarks are a valuable part of our business. ‘ .

P . . . - A '

‘Training, Quality Assurance and Safety
Performance of our services requires the use of heavy equipment and exposure to potentially dangerous .
conditions. Our safety record reflects our commitment to operating safely and prudently. As employee safety is a top
corporate priority, we have developed an extenswe safety and training program. Our lineman training program, an
accredited four-year program, has grown to be one of the largest non-union power line training programs in the '
United States. We have received recognition of excellence from the North Carolina Department of Labor for the
" results of our apprenticeship program. We operate 28 training facilities in 12 states to tfain employees in line work
and safe. workmg skills. In addltton to on-the-job training, our Career Development Program and specialized
training, we réquire our employees to attend ongoing safety training programs. Our continued fotus on safety and_
workforce developments bas resulted i in year-over-year unprovements in recordable and lost-time incidence rates in "' .
each of the five years ended June 30, 2006 These rates are calculated in accordance with the methodo!ogtes ‘
prescrlbed by the Occupatlona] Safety and Health Admmlstratron (“OSHA”) We also: conduct other mandatory
training programs covermg a vanety of areas, such as superwsor deve]opment and CPR/ FII’SI Aid Cemﬁcanon
I ! L
We conSIstently commumcate our rules, regulatlons and training guldelmes to our employees These rules and
regulations are strictly ‘enforced throughout the company. In addition, we maintain a safety incentive program ‘that
rewards employees for working safely and minimizing injuries.

:
. : ]

As is common in our industry, we regularly have been and will contmue to be sub_]ect to clatms by employees
customers and third partles for property damage and personal m_]urles

Eqmpment n T : ' ‘” o e
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Our ﬂeet substantlally all of Wthh we own, consists of over 5 ,000 pieces of motonzed equrpment with an .
average age of approxlmately five years (measured as of Jline 2006) as compared to their average useful lives of 4'to
* 12 years. Our equtpment consist of fleet, facxhtles and equtpment which inclides standardized trucks and trailers,
support vehicles and spec1alty constriction equipment, such ‘as backhoes, excavators, trenchers, generators, bormg
machines, cranes wire pullers and tensioners. We believe that these vehicles generally are well mamtamed and
adequate for our current operatlons The standardlzatlon of our trucks and trailers allows us to minimize trammg, ) o
mamtenance and parts costs

. P . . v A *

We servrce the ma‘}orrty of our fleet and are a f'mal-stage manufacturer for several conf' igurations of our ~
spec1a]ty vehicles. In the event that a particular application is not avallable to us, we can build the component on-
site, whlch reduces our reliance on our equtpment suppliers: "’ - ' .




Qur maintenance function has the capability to operate 24 hours a day, both at our maintenance centers and in
the field, providing high-quality custom repair work and expedient service, in order to maintain a fleet poised for
mobilization. We believe that this helps us achieve a greater local presence, lower fuel costs and more efficient
equipment maintenance. We believe that our maintenance facilities are adequate for our current operations.

.
v
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Employees

At June 30, 2006, we employed over 6,900 full—tlme and part-time employees We offer our emp]oyees a
competitive package of benefits mcludmg medical, dental, life and disability insurance, paid vacation and holidays,
401(k) plans and annual bonuses. The level of benefits per employee varies and is based upon years of service, as
well as levels of senjority and other variables.

Our _emp]oyeeé are not E:urrent]y unienized, and we believe that cur relatipnéhip_ with our employees is very
good.

Risk Management and Insurance

We maintain insurance policies with coverage customary for companies of our type and size, including general
liability, automotive and workers’ compensation. We are partially self-insured under all of our policies, and our
insurance does not cover all types or amounts of liabilities. Under each of these insurance policies, we are liable up
to $1.0 million per occurrence. We also maintain insurance for health insurance claims exceeding $300,000 per
person on an annual basis. We are not required to, and do not, specifically set aside funds for our self-insurance
programs. At any given time, we are subject to multiple workers’ compensation and personal injury and other
employee-related claims. We maintain accruals based on known facts and historical trends. Our workers’
compensation and insurance costs have been rising for several years notwithstanding our emphasis on safety.

In the ordinary course of business, we occasionally are required by our customers to post surety or performance
bonds in connection with services that we provide to them. These bonds have face amounts ranging from $25,000 to
$14.0 million. As of June 30, 2006, we have approximately $40.3 million in surety bonds outstanding. We have

never had to reimburse any of our sureties for expenses or outlays incurred under a performance or payment bond.

R : e P
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We face 51gn1ﬁcant competition from sub51d1ar1es or divisions of five national compames approximately eight
regional companies and numerous small owner-operated private companies. Our competitors vary in size,
geographic scope and areas of expertise. We also face competition from the in-house service organizations of our
existing and prospective customers, some of which employ personnel who perform some of the same types of
services we provide.

We believe that the principal competiti'\"e factors in the end markets in which we operaté are: '
e reputation and relationships with customers;,
« history of service eiecﬁtion (for example, Eafety record, cost control, timing and experience);
s geographic presence and breadth of service offerings; ‘
* investment in fleet and equi_[;ment;
. _ .
¢ technological capabilities;

» . storm restoration abilities and reputation; ,

e cxperience of management team;




e price; and
e the availability of qua]iﬂed and/or licensed personnel.

We believe that we have a favorable competitive position in the markets that we serve due in large part to our
strong operating history, reputation and relationships with our customers. Small thlrd—party service providers pose a
smaller threat to us than national competitors because they are frequently unable to compete for larger, blanket
service agreements to provide system-wide coverage. However, some of our competitors are larger, have greater
resources and are able to offer a broader range of services {such as services to the telecommunications industry) or
offer services in a broader geographic territory. In addition, certain of our competitors may have lower overhead cost
structures and may, therefore, be able to provide their services at lower rates than we can. Furthermore, if employees
leave and become our competitors, we may lose some of our existing clients that have formed relationships with
those former employees. Competitive factors may require us to take measures, such as price reductions,.in the future
that could reduce our profitability.

Government Regulation -
Our operations are subject to various federal, state and local laws and regulations including:

* licensing requirements;

building and electrica] codés;

. penmmng and mspecuon requnrements appllcable to construction projects;

regulatmns re!atmg to worker safety and health, including those in respect of OSHA and,
> regulations relating to environmeljntal protection.

We believe that we are in material compliance with applicable regulatory requirements and have all material
licenses required to conduct our operations. Our failure to comply with applicable regulations could result in
substantial fines and/or revocation of our operating licenses. Many state and local regulations governing electrical
construction require permits and licenses to be held by individuals who typicalty have passed an exatmination or met
other requirements. We have a regulatory comphance group that monitors our comphance with applicable
regulations.

Environmental Matters

Our facilities and operations are subject to a variety of environmental laws and regulations which govem,
among other things, the use, storage and disposal of solid and hazardous wastes, the discharge of pollutants into the
air, land and water, and the cleanup of contamination. In connection with our truck fueling, maintenance, repair,
washing and final-stage manufacturing operations, we use regulated substances such as gasoline, diesel and oil, and
generate small quantities of regulated waste such as used oil, antifreeze, paint and car batteries. Some of our
properties contain, or previously contained, aboveground or underground ‘storage tanks, fuel dispensers, and/or
solvent-containing parts washers. In addition, our construction and maintenance activities are sometimes performed
in environmentally sensitive areas, such as wetlands, or in underground environments for which we must rely on
field maps for the location of underground assets and obstacles. In the event we cause, or we or our predecessors
have caused, a release of hazardous substances or other environmental damage, whether at our sites, sites where we
perform our services, or other locations such as off-site disposal locations or adjacent properties, we could incur
liabilities arising out of such releases or environmentai damage. Although we have incurred in the past, and will
incur in the future, costs to maintain environmental compliance and/or to address environmental issues, such costs
have not, and are not expected to, have a material adverse effect on our results of operations, cash flows or financial
condition.




Available Information v

We maintain an Internet website at www.pike.com. We make available, free of charge, through our website, via
hyperlink to a third party service that maintains filings made with the Securities and Exchange Commission
(“SEC”), our annual repert on Form 10-K, our quarterly reports on Form 10-Q and our current reports on Form 8-K,
any amendments to such reports, and filings under Section 16 of the Securities Exchange Act of 1934, as amended,,
as soon as reasonably practicable aftér they are electronically filed with, or furnished to, the SEC..The public may
read and copy any materials filed by us with the SEC at the SEC’s Public Reference Room at 100 F Street, NE,
Washington, DC 20549. The public may obtain information on the operation of the Public Reference Room by
calling the SEC at 1-800-SEC-0330. The SEC maintains an Internet site that contains reports, proxy and-information
statements, and other information regarding issuers that file electronically with the SEC at www.sec.gov.
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FORWARD-LOOKING STATEMENTS S .

This Annual Report on Form 1(-K’contains statements that are intended to be “forward-looking statements”
under the Private Securities Litigation Reform Act of 1995, Section 27A of the Securities Act of 1933 and Section
21E of the Securities Exchange Act of 1934, These forward-looking statements are based on current expectations,
estimates, forecasts and projections about our company and the industry in which we operate and management’s

. beliefs and assumptions. Such statements include, in particular, statements about our plans, strategies and prospecis ..
under the headings “Business — Industry Trends,” “— Competitive Strengths,” “— Business Strategy,” *— Our
Services,” “— Competition,” and “Management’s Discussion and Analysis of Financial Condition and Results of
Operations.” ' . s :
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Words such as “may,” “will,” “should,” “expect,” “anticipate,” “intend,” “plan,” “predict,” “potential,”
“continue,” “believe,” “seek,” “estimate,” variations of such words and similar express:ons are intended to identify
such forward-looking statements. These statements are not guarantees of future performance and involve risks,
uncertainties and assumptions which are difficult to predict. Such risks include, without limitation, those identified
below under the heading “Risk Factors.” Therefore, actual outcomes and-results may differ materially from what is
expressed or forecasted in such forward- -looking statements. These forward- lookmg statements include, but are not
limited 1o, statements relating to: _ . , s

.
'

+ our belief that future growth in demand for services generally will be driven by increased demand for
electricity due to growth in electricity consumption and population in the southeastern and south central
‘regions of the United States, increased outsourcing by power supphers and the need to correct the - -
madequacy of the current electric mfrastructure .

'« our belief that our quality service, modern fleet, regional presence, storm restoration capabilities and strong
safety record will enable us to develop our business with both existing and prospective customers as they
continue to further outsource their serwcmg needs;

. ki

» our belief that, by focusing on the distribution and sub-500 kV transmission sector of the industry and
providing h:gh-quahty services to our customers, we will be in a position to capture a significant share of
the expected increased amount of work in this market sector;

our belief that provisions of the Energy. Policy Act of 2005 will lead to a more efficient permitting process -
and could spur investment interest from non-utility entities and that the repeai of PUHCA may lead to
increased interest in outsourcing solutions, which we believe will benefit.our business due to the associated
increases in maintenance, extension and upgrade of distribution and sub-500 kV transmission lines;

*  our belief that outsourcing by electric companies will continue in the future;

.

» ‘our belief that the lawsuits, claims or other proceedings to which we are subject in the ordinary course of
business will not have a material adverse effect on the Company’s results of operation or financial position;



e our expectation that our general and administrative expenses will inciude additional implementation costs
relating to compliance with Section 404 of the Sarbanes-Oxley Act of 2002 and will range from
$1.5 million to $2.5 million in fiscal 2007 compared to approximately $0.7 million in fiscal 2006;

e our expectation that, as a result of the termination of employment of our former chief financial officer on
August 16, 2006, we expect to incur approximately $0.8 million in general and administrative expenses in
the first quarter of fiscal 2007 in accordance with the terms of his employment arrangement;

o our belief that our cash flow from operations and borrowings available under our senior credit facility will
be adequate to meet.our ordinary course liquidity needs for the foreseeable future; and ' '

e our expectation that our capital expenditures will range from $40 million to $60 million for the year ended
June 30, 2007 and our intention to fund those expenditures from operating cash flow.

Except-as required under the federal securities laws and the rules and regulations of the SEC, we do not have
any intention or obligation to update publicly any forward-looking statements after we file this Annual Report on
Form 10-K, whether as a result of new information, future events or otherwise. - -

ITEM 1A, RISK FACTORS . _ .

Our business is subject to a variety of risks, including the risks described below. The risks and uncertainties
described below are not the only ones facing our company. Additional risks and uncertainties not known to us or not
described below may also impair our business operations. if any of the following risks actually occur, our business,
financial condition and results of operations could be harmed and we may not be able 1o achieve our goals: This
Annual Report on Form 10-K also includes statements reflecting assumptions, expectations, projections, intentions,
or beliefs about future events that are intended as *forward-looking statements” under the Private Securities
Litigation Reform Act of 1995, Section 27A of the Securities Act of 1993 and Section 21E of the Securities
Exchange Act of 1934 and should be read in conjunction with the section entitled “Forward-Looking Statements.”

We derive a significant portion of our revenues from a small group of customers. The loss of one or more of
these customers could negatively impact our business and resulls of operations. Qur customer base is highly
concentrated. Our top ten customers accounted for approximately 56.1%, 55.6% and 47.4% of our revenues for
fiscal 2006, 2005 and 2004, respectively. We have one customer that represented greater than 10.0% of revenues for
fiscal 2006, two customers for fiscal 2005 and one such customer for fiscal 2004. Sales to Duke Energy accounted
for approximately 14.7% of our total revenues for fiscal 2006. Sales to Duke Energy and Florida Power & Light
each accounted for approximately 12.0% of our total revenues for fiscal 2005. Duke Energy accounted for
approximately 19.5% of our revenues for fiscal 2004 and approximately 12.6% of our total revenues for fi scal 2004,
on a pro forma basis after giving effect to the acquisition of Red Simpson.

We believe that we will continue to rely on a relatively sma]l group of customers, including Duke Energy and
Florida Power & Light, for a substantial portion of our revenues for the foreseeable future. We may not be able to
maintain our relationships with our significant customers. The loss of, or reduction of our sales to, any of our major
customers could materially and adversely affect our business and results of operations.

Our customers often have no obligation to assign work to us, and many of our arrangements may be terminated
on short notice. As a result, we are at risk of losing significant business on short notice. This risk may be
accentuated for customers we obtained in the Red Simpson acquisition. Most of our customers assign work to us
under master service arrangements, Under these arrangements, our customers generally have no obligation to assign
work to us and do not guarantee service volumes. Most of our customer arrangements, including our master service
arrangements, may be terminated by our customers on short notice, In addition, many of our customer arrangements,
including our master service arrangements, are open to competitive bidding at the expiration of their terms. Asa
result, we may be displaced on these arrangements by competitors from time to time. Our business and results of
operations could be materially and adversely affected if our customers do not assign work to us.or if they cancel a
number of significant arrangements and we cannot replace them with similar work, '
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We obtained some of our customers-in conjunction with the Red Simpson acquisition on July 1, 2004. We had
an existing relationship with some of Red Simpson’s-customers, but a number of the relationships were new. ,
Because of our relatively brief relationship with these customers, we céuld be more exposed than normal to losmg a
portion or all of thelr business to our compentors e e e " .o
: , . . e
Our storm restoration services are highly volatile and unpredtctable wh.rch could result in substantial
-variations in, and uncertainties regarding, the'levels.of our financial results from period to period. As shown by the .,
following table, revenues derived from our storm restoration services are highly volatile and uncertain due to the
unpredlctable nature of weather—related events: . SC - oon : v

.. re Storm RevenueData S R o ot

T ’ S L . - Percéntage o b e
Year . Revenues - Revenues Revenues
RO © (In mllllons) " (In millions) ' o Lo e
o 2000 S ' - 216 S 263.7 82%
S 7 2000 7 0 253 7 Yt oo873 0 o 8g% VT o
Tooo2002 T de L ama2 T 26% T
2003 1 .. ..466. 2975 157% . S ... .
2004, - CT430 3567 . 121% :
S e 2005 92 . 6792 . 220% ..
N | 2006 185.3 - T275 S 255%

During ﬁscal 2006 and 2005, we experlenced the largest storm restoration events of our. hlstory as several

significant hurricanes impacted the Gulf Coast and Florida. Our storm restoration revenues for fiscal 2006 and 2005

are not indicative of the revenues that we typically generate in any period or can be expected to generate in any

future period. Our historical results of operations have varied between periods due to the volatility of our storm

restoration revenues. The levels of our future revemies and net income may be subject to significant variations and .

uncertainties from period to petiod due to the volatility of our storm restoration revenues. In addition, our storm - -

restoration revenues are offset in part by.declines in our core powerline services because we staff storm restoration - . +-
| mobilizations in large part by diverting resources from.our powerline services. ‘ I
| -3
|
|

I

|

|

|

|

|

| ,

- v oStermi .. Total v ofTotal:. i -
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Our business is subject to numerous hazards that could subject us to substantial monetary and other liabilities. .
If accidents occur, they could materially and adversely affect our business and results of operations. Our business is
subject to numerous hazards, including electrocutions, fires, natural gas explosions, mechanical failures, weather-
: related incidents, transportation accidents and damage to equipment we work on. These hazards can cause personal
: injury and loss of life, severe damage to or destruction of property and equipment and other consequential damages
and could lead to suspensnon of operatlons large damage cla:ms and, in extreme cases, criminal hablllty
| : N I -,
Our safety record is an important consnderatlon for our customers. If serious accidents or fatalities occur, we
- may be ineligible to bid on certain work, and:existing service arrangements could be terminated. In addition, if our
safety record were to deteriorate, our ability to bid on certain work could be adversely impacted. Further, regulatory
changes implemented by OSHA could impose additional costs on us. Adverse experience with hazards and claims
' could have a negative effect on our reputatlon with our exzstmg or potemlal new customers and our prospects for
future‘work. - - Co e N . . . .

o

.. - . FA. N . ' .
4 . . P . ey . [ s

Our current insurance coverage may not be adequate, and we may not be able 10 obtain insurance at . N
acceptable rates, or at.all. We maintain various insurance policies, including general liability, automotive liability -
and workers’ compensation. We are partially self-insured under all of our policies, and our insurance does not cover
all types or amounts of liabilities. Our insurance pelicies are subject to substantial deductibles of $1.0 million per °
occurrence. We are not required to, and do not, specifically set aside funds for our self-insurance programs. At any
given time, we are subject to multiple workers’ compensation and personal injury claims. We maintain substantial
loss accruals for workers’ compensation claims, and our workers” compensation and insurance costs have been
rising for several years notwithstanding our.emphasis on safety. Our insurance policies may not be adequate to
protect us from liabilities that we incur in our business. .« . - . v - .
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In addition, due to a variety of factors such as increases in claims and projected significant increases in medical
costs and wages, insurance carriers may be unwilling to provide the current levels of coverage without a significant
‘increase in collateral requirements to cover our deductible obligations. Furthermore, our insurance premiums may -
increase in the future and we may not be able to obtain similar levels of insurance on reasonable terms, or at all. Any
such inadequacy of}or inability to obtain, insurance coverage at acceptable rates, or at all, could have a material
adverse effect on our business, financial condition and results of operations.

Record high fuel costs could materially and adversely affect our operating results Fuel costs, Wthh are
currentlyat historically high levels, constitute a portion of our operating expense. Fuel prices and supplies are
influenced by a variety of international, political and economic circumstances. In addition, weather and other
unpredictable events may significantly affect fuel prices and supplies. These or other factors could result in higher
fuel prices which, in turn, would increase our costs of doing business and lower our gross profit.

Demand for some of our services is cyclical and vulnerable to industry and economic downturns, which could
materially and adversely affect our business and results of operations. The demand for infrastructure services has
been, and will likely continue to be, cyclical in nature and vulnerable to general downturns in the U.S. economy. If
the general level of econoiic activity deteriorates, our customers may delay or cancel expansions, upgrades,
maintenance and repairs to their systems. A number of other factors, including the financial condition of the
industry, could adversely affect our customers and their ability or willingness to fund capital expenditures in the
future. We are also dependent on the amount of work that our customers outsource. During downturns in the
economy, our customers may determine to outsource less work resulting in decreased demand for our services.
Furthermore, the historical trend toward outsourcing of infrastructure services may not continue as we expect. In

. addition, consolidation, competition or capital constraints in the electric power industry may result in reduced
spending by, or the loss of, one or more of our customers. These fluctuations in demand for our services could
materiaily and adversely affect our business and results of operations, particularly during economic downturns.
Economic downturns may also adversely.affect the pricing of our services.

The Energy Policy Act may fail to result in increased spending in the electric power transmission
infrastructure, which could slow our expected growth. Implementation of the Energy Policy Act is still subject to -
considerable fiscal and regulatory uncertainty. Many of the regulations implementing the components of the bill
have not been promulgated and many others have only recently been finalized, and the effect of these,regulations,
once implemented, is uncertain. As a result, the legislation may not result in increased spending on the electric-
power transmission infrastructure in a2 manner that will increase demand for our services. Continued uncertainty
regarding the implementation of the Energy Policy Act may result in slower growth in demand for our services.

. . ., o ' ,

Failure to establish and maintain effective internal control over financial reporting ¢ould have a material
adverse effect on our business, operating results and stock price. Maintaining effective internal control over
financial reporting is necessary for us to produce reliable financial reports and is important in helping to prevent
financia! fraud. If we are unable to maintain adequate internal controls, our business and operating results could be
harmed. We are currently documenting and will soon begin testing our internal control procedures to satisfy the
requirements of Section 404 of the Sarbanes-Oxley Act of 2002 and the related rules of the SEC, which require,
among other things, our management to assess annualty the effectiveness of our internal control over financial
reporting and our independent registered public accounting firm to issue a report on that assessment beginning with
our Annual Report on Form 10-K for the year ending June 30, 2007. During the course of this documentation and
testing, we may identify significant deficiencies or material weaknesses that we may be unable to remedy before the
requisite deadline for those reports. If our management or our independent registered public accounting firm were to
conclude in their reports that our internal control over financial reporting was not effective, investors could lose
confidence in our reported financial information and the trading price of eur stock could drop significantly.

To be successful, we need to attract and retain qualified personnel, and any inability to do so would adversely
affect our business. Our ability to provide high-quality services on a timely basis requires an adequate supply of
skilled eleciricians, linemen and managers. Accordingly, our ability to increase our productivity and profitability
will be limited by our ability to employ, train and retain skilled personnel necessary to meet our requirements. Many
companies in our industry are currently experiencing shortages of qualified personnel, and we may not be able to
maintain an adequate skilled labor force necessary to operate efficiently. Our labor expenses may also incregse asa
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result of a shortage in the supply of skilled personnel; or we may have to curtail our planned internal growth as a
result of labor shortages. We.may also spend ¢onsiderable resources training.employées who'may then be hired by ot
our competitors, forcing us to spend additional funds to attract personnel to fill those positions. [f we are unable.to .
hire and retain qualified personnel in the future there could be a matenal adverse effect on our busmess operatmg
results.or financial condition. - I ‘ Co T . NS
. . r ‘ ) T

In addition, our employees might leave our company and become our competitors. If this happens, we may lose
some of our existing clients that have formed relationships with these former employees. In addition;:we may lose
- future clients to a former employee as a competitor. In either event, there could.be a materla] adverse effect on our
busmess operatmg results and ﬁnancnal condition. ‘. . L PR

. ‘
. ) ’ Stet ot oo R

r . - +

We are dependent on our senior management and other key personnel the loss of whrch could have a material » -
adverse effect on our business. Our operations, including our customer relationships, are dependent-on the continued -
efforts of our senior management and other key personnel including, in particular, our chief executive officer, J. Eric «.
Pike. Although we have entered into or intend to enter.into employment agreements with our chief executive officer .
and certain other key employees, we cannot be certain that any individual will continue in such capacity for any
particular period of time. . We do not maintain key person life insurance policies on-any of our.employees. The loss-
of any member of our senior management or.other key personnel, or the inability to.hire and retain qualified ...} . »
management and other key personnel, could have a material adverse effect on our business; ﬁnancnal condmon and

]

results of operations. -~ - el R F . : ;-

Our industry is h:ghly competitive and we'mdy-be unable 1o compete e_ﬁectlvebf, retain our customers or win .
new customers, which could result in reduced profitability and loss of market share. We face intense competition’
from subsidiaries or divisions of five national companies, approximately eight regional companies and numerous
small, owner-operated private companies: We also face competition from the in-housé service organizations of our
existing or prospective customers, some of which employ personnel who perform some of the same types of services -
we provide. We compete primarily on the basis of our reputation and relationships.with customers, safety and .
execution record, geographic présence and the breadth of service offerings, pricing and the,availability of qualified
personnel.-Certain of our competitors may have lower cost structures and may, therefore, be able to provide their

“services at lower rates than we can provide. Many-of our current and potential competitors,-especially our-.
competitors with national scope, also may have significantly greater financial, technical and marketing resources
than we do. In addition, our competitors may succeed in developing the expertise, experience and resources to
compete successfully and in marketing and selling new services better than we can. Furthermore, our existing or -
prospective customers may not continue to outsource services in the future or we may not be able to retain our .,
existing customers or win new customers.. The loss of existing customers to our competitors or the failure to win.

.

new customers could materialty and adversely affect our results of operations, margins and cash flow., - -« : * ..
- . . G . . i ey : . ) ) . [ Lo
We may-be unsuccessful at-acquiring companies or at integrating companies that we may acquire, and as a
resull, we may not achieve the expected-benefits and our profitability could materially suffer. One of our growth
strategies is to consider acquisitions of additional electrical distribution and tran$mission services providers, both !
within and outside of our current service territory, when attractive opportunities arise. We expect to face competition -
for dcquisition candidates, which may limit the number of acquisition opportunities and may lead to.higher . . -~
acquisition prices.- We may not-be able.to identify, acquire or profitably manage additional businésses or to integrate . -
successfully any acquired businesses without substantial costs, delays or other.operational or financial problems.: ... .-
Further, acquisitions involve a number of special risks, including failure of the acquired business to achieve .
expected résults, diversion of management’s attention, failure to retain key personnel of the acquired business and
risks associated with unanticipated events or liabilities, some or all of which could have a.material adverse effect on
our business, financial condition and results of operations. In addition, we may-not be able fo obtain the necessary
acquisition financing or we may have to increase our indebtedness in order to finance an acquisition. If we finance -
acquisitions by issuing convertible debt or equity securities, our existing stockholders may.be diluted, which:could .
adversely affect the market price of our stock. Our future business, results of operatlons and financial.condition , .,
could suffer if we fail to implement successfully our acquisition strategy. - .o sooel o
-7 Wehave incurred a substantial amount of mdebtedness under a senior-credi{ Sacility, which may restrict our.
business and operations, adversely affect our cash flow, and restrict our future access.to sufficient. funding to
finance desired growth. As of June 30, 2006, we had outstanding indebtedness of approximately $253.5 million,and
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had availability of $57.9 million under the $90.0 million revolving portion of our senior credit facility (after giving
effect 1o the outstanding balance of $4.5 million and the outstanding standby. letters of credit of approximately .
$27.6 million). We estimate that our.debt service will be approximately $17.9 million for the fiscal 2007, consisting
solely of interest payments. After giving effect to our existing interest rate swap and cap agreements, a hypothetical
change in the interest rate of 100 basis points on our indebtedness as of June 30, 2006 would have changed annual
cash interest expense by approxunately $1 8 million.

Having this substantial amount of mdebtedncss (i) makes us more vulnerable to adverse changes in. general
economic, industry and competitive conditions, (ii) limits our ability to borrow additional amounts for working
capital, capital expenditures, acquisitions, debt service requirements, execution of our strategy or other purposes and
(iii) places us at a disadvantage compared to our competitors who have less debt. Furthermore, our interest expense
could increase if interest rates rise because our debt under our senior credit facility bears interest at floating rates.
We dedicate a substantial-portion of our cash flow to debt service. If we do not have sufficient earnings to service -
our debt, we would need to réfinance all or part of our existing debt, sell assets, borrow more money or self-
securities, which we.may not be able to do on commercna]ly reasonable terms or atall. .- .. :

All of our total indebtedness consists of:a senior credit facility wuh a group of fi nancnal institutions secured by
substantially all'of our assets. The terms of the credit facility include customary- events of default and covenants that.
limit us from taking certain actions without obtaining the consent of the lenders. In addition, our credit facility ~ +
requires us to maintain certain financial ratios and restricts our ability to incur additional indebtedness: These
restrictions and covenants limit our ability to respond to changing business and economic conditions and may
prevent us from engaging in transactlons that might otherwise be considered beneﬁmal to us, mcludmg strategic
acqulsmons R S Lt . oo . “n

A breach of our senior credlt famhty, inctuding any inability to comply w1th the required financial ratios, could
result in a défault under that credit facility. In the event of any default under our credit facility, the lenders
thereunder would be entitled to.accelerate the repayment of amounts outstanding, plus accrued and unpaid interest.
Moreover, these lenders would have the option to terminate any obligation to make further extensions of credit
under our credit.facility. In the event of a default under our credit facility, the lenders thereunder could also proceed
to foreclose against the assets securing such obligations. In the event of a foreclosure on all or substantially all of our
assets, we may not be able to continue to operate as a going concern. A

We are in the process of implementing certain financial and accounting applications and investigating a
company-wide ERP system which could temporarily disrupt our day-to-day operations. We have recently
completed the installation of four core modules of a new accounting system. Additionally, an ERP system, if
selected and implemented, would allow for a seamless interface between functions such as accounting and finance,
human resources, powerline operations, fleet management and customer relationships. Development and
implementation of an ERP system would require substantial financial and personriel resources. While an ERP

system would be intended to improve and enhance our information systems, large-scale implementation of new-

information systems exposes us to the risks of start up of the new system and integration of that system with our
existing systems and processes, including possible disruption of our financial reporting. Failure to properly.
1mplement an ERP system could result in substantial disruptions to our business, including coordinating and
processing our normal business activities, testing and recording of certain data necessary to provide oversight over
our disclosure controls and procedures and effective internal controls over our ﬁnancnal reporting, and other
unforeseen problems. - : - . . o . NS

o . 1 - o .

During the ordinary course of oiir business, we may become subject to lawsuits or indemnity claims, which
could materially and adversely affect our business and results of operations."'We have in the past been, and may in -

the future be, named as a defendant in lawsuits, claims and other legal proceedings during the ordinary course of our. -

business. These actions may seek, among other things, compensation for alleged personal injury, workers’
compensation, employment discrimination, breach of contract, property damage, punitive damages, civil penalties or
other losses, consequential damages or injunctive or declaratory relief. In addition, pursuant to’ our sefvice
arrangements, we generally indemnify our customers for claims related to the services we provide thereunder.

Furthermore, our services are integral to the operation and performance of the electric distribution and transmission

infrastructure. As a result, we may become subject to lawsuits or claims for any failure of the systems.that we work
on, even'if our services are not-the cause for such failures. In addition, we may incur civil and criminal liabilities to-*
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the extent that our services contributed to any property damage or blackout. With respect to such lawsuits, claims,
proceedings and indemnities, we have and will accrue reserves in accordance with generally accepted accounting
principles. In the event that such actions or indemnities are ultimately resolved unfavorably at amounts exceeding
our accrued reserves, or at material amounts, the outcome could materially and adversely affect our reputation,
business and results of operations. In addltlon payments of 51gn1f' icant amounts, even if reserved, couid adversely
affect our liquidity posmon

Qur failure to comply wirh, or the imposition of liability under, environmental laws and regulations could result
in significant costs. Our facilities and operations, including fueling and truck maintenance, repair, washing and final-
stage manufacturing, are subject to various environmental laws and regulations relating principally to the use,
storage and disposal of solid and hazardous wastes and the discharge of pollutants into the air, water and land.
Violations of these requirements, or of any permits required for our operations, could result in significant fines or,
penalties. We are also subject to laws and regulations that can impose liability, sometimes without regard to fault,
for investigating or cleaning up contamination, as well as for damages to property or natural resources and for
personal injury arising out of such contamination. Such liabilities may also be joint and several, meaning that we.
could be held responsible for more than our share of the liability involved, or even the entire amount. The presence
of environmental contamination could also interfere with ongoing operations or adversely affect our ability to sell or
lease our properties. In addition, we perform work in wetlands and other environmentally sensitive areas, as well as
in different types of underground environments. In the event we fail to obtain or comply with any permits required
for such activities, or such activities cause any environmental damage, we could incur significant liability. We have
incurred costs in connection with environmental compliance, remediation and/or monitoring, and we anticipate that
we will continue to do so. Discovery of additional contamination for-which we are responsible, the enactment of
new laws and regulations, or changes in how existing requirements are enforced, could require us to incur additional
costs for compllance or subject us to unexpected hablhtles g - :

The electric r'nﬁ‘asrructure servicing business is subject to seasonal variations, which may cause our operating.
results to vary significantly from period to period and could cause the mdrket price of our stock 1o fall. Due to the
fact that a significant portion of our business is performed outdoors, our results of operations are subject to seasonal
variations. These seasonal variations affect our core activities of maintaining, upgrading and extending electrical
distribution power lines and not only our storm restoration services. Generally, during the winter months, demand
for new work and maintenance services may be lower due to reduced construction activity during inclement
weather. As a result, operating results may vary significantly from period to period. If our operating results fall
below the public’s or analysts’ expectations in some future penod or periods, the market price of our common stock
will likely.falt in such period or periods. - . T o ‘ :

Weather conditions can adversely affect our operations and revenues. Poor weather conditions, primarily
relating to rain events, directly affect our ability to perform services for our customers. Sustained periods of rain,
especially when widespread throughout our service area, can negatively affect our results of operations for a
particular period. In addition, during periods of El Niflo conditions, typically more rainfall than average occurs over
portions of the U.S. Gulf Coast and Florida, which includes a significant portion of our service territory. According
1o a National Oceanic and Atmospheric Administration report on September 13, 2006, El Nifio conditions have
developed and are likely to continue into early 2007,

- .

We have incurred and will continue to incur increased costs as a result of being a public company. As a public
company, we have incurred and will continue to incur significant legal, accounting and other expenses that 'we did
not incur as a private company. In addition, the Sarbanes-Oxiey Act of 2002, as well as related rules adopted by the
SEC and the New York Stock Exchange, have imposed substantial requirements on public companies, including
requiring changes in corporate governance practices and requirements relating to interna) control over financial
reporting under Section 404 of the Sarbanes-Oxley Act. We are required to comply with the requirements of Section
404 of the Sarbanes-Oxley Act by the fiscal year ending June 30, 2007. We expect these rules and regulations to -
continue to increase our legal and financial compliance costs and to make some activities more time-consuming and
costly. ) ) ‘ ‘

Our results of operations could be adversely affected ds a result of the impaimient of gooawill or'other
intangibles. When we acquire a business, we record an asset called “goodwill” equal to the excess amount we pay
for the business, including liabilities assumed, over the fair value of the tangible and intangible assets of the business
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we acquire. The Financial Accounting Standards Board (“FASBY) issued Statement of Financial Accounting
Standards (“SFAS”) No.. 141, Business Combinations, which states that we must identify and value intangible assets
that we acquire in business combinations, such as customer arrangements, customer relationships and non-compete
agreements, that arise from contractual or other legal rights or.that are capable of being separated or divided from
the acquired entity and sold, transferred, licensed, rented or exchanged. The fair value of identified intangible assets
is based upon an estimate of the future economic benefits expected to result from ownership, which represents the
amount at which the assets could be bought or sold in a current transaction between w111mg parties, that is, other
than in a forced or llqu:datlon sale. : :

The FASB issued SFAS No. 142, Goodwill and Other Intangible Assets, which provides that goodwill and
other intangible assets that have indefinite useful lives not be amortized, but instead must be tested at least annually
for impairment, and intangible assets that have finite uscful:lives should continue to be amortized over their useful
lives. SFAS No. 142 also provides specific guidance for testing goodwill and other non-amortized intangible assets
for impairment. SFAS No. 142 requires management to make certain estimates and assumptions to allocate goodwill
to reporting units and to determine the fair value of reporting unit net assets and liabilities, including, among other
things, an assessment of market conditions, projected cash flows, investment rates, cost of capital and growth rates,
which could significantly impact the reported value of goodwill and other intangible assets. Fair value is determined
using a combination of the discounted cash flow, market multiple and market capitalization valuation approaches.
Absent any impaimlent indicators we perform our impairment tests annually during the fourth quarter.

We cannot predict the occusrence of certam future events that might adversely af‘fect the reported value of
goodwill and other intangible assets.that totaled $144.4 million at June 30, 2006. Such events include strategic
decisions made in response to economic and competitive conditions, the impact of the economic environment on our .
customer base, material negative changes in our relationships with material customers and other parties breaching
their contractual obligations under non- compete agreements. Future lmpatrments if any, will be recognized as
operatmg expenses : LI :

i o :

The market priceof our stock may be mﬂuenced by many factors, some of which are beyond our control. These

factors include thc various risks described in this section as well as the following:
! l‘ ! - .

s the fatlure of securmes analysts to contmue to cover our’ common stock or chang,es in fi nancla] estimates by

analysts; - - . . -

s announcements by us or our‘ compctitors of signiﬁcam-conn.‘acts, acquisitions or capital commitments;
» changes'in market valuation or earnings of our competitors; ‘ ‘

s variations in quancrly operating cesults;
e availability of capital;

¢ general economic conditions;
*  terrorist écls; | . :

» legislation;

- future sales of our common stock; and N . |

F

. investor:perception of us and the electric utility industry.

-1,

Additionally, factors that do not specifically relate to our company may also materially reduce the market price
of our common stock, regardless of our operating performance.
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Shares eligible for future sale may cause the market price of our common stock to drop significantly, even if our
business is doing well. The market price of our.common stock could decline ‘as a result of sales of a large number of
shares of our common stock in the market or the perception that these sales could occur. These sales, or the
possibility that these sales may occur, also might make it more difficult for us to'sell equity securities in the future at
a time and at a price that we deem appropriate.

As of June 30, 2006, there were 32,577,424 shares of our common stock outstanding. Of this amount,
16,993,535 shares of common stock are freely tradeable without restriction or further registration under the
Securities Act of 1933, as amended, by persons other than our affiliates within the meaning of Rule 144 under the
Securities Act. ) . . . -

Additionally, we have filed a “shelf” registration statement with the SEC pursuant to which Lindsay Goldberg
& Bessemer and its affiliates may sell up 1o 8,000,000 shares, or approximately 25%, of our common stock atany -
time in one or more offerings. The registration statement.was declared effected by the SEC on September 20, 2006.
The offer or sale of all or a portion-of such shares may have an adverse.effect on the market price of our common
stock. We are required to pay the expenses associated with.such offerings: . . ¢ . \

Also, in the future, we may issue our securities in connection with investments and acquisitions. The amount of
our commen stock issued in connection with an investment or acquisition could constitute a material portion of our
then outstanding common stock, and the issuance of such common stock would d1lute the ownership percentage of
our then ex1st1ng stockholders. Lo . s e L e ¢

A srgngf‘ cant s.rockhofder controls the direction of our busmess The concemratea‘ ownership of our common
stock will prevent other stockholders from influencing significant, corporate, decisions. Lindsay Goldberg & .
Bessemer and its affiliates own approximately 40% of the outstanding shares of our common stock representmg S
approximately 40% of the total voting power of our voting stock. Further, management and its affiliates, excluding |
Lindsay Goldberg & Bessemer and its affiliates, own approximately 7% of the outstanding shares of our common
stock, which represents approximately 7% of the total voting power of our voting stock. '

© As aresult, Lindsay Goldberg & Bessemer and its affiliates have the ability to effectively control all, matters,
requiring stockhoider approval, including the nomination and election of directors, the.determination of our .
corporate and management policies and the determination of the outcome of any corporate transaction or other
matter submitted to our stockholders for approval mcludmg potential mergers or acquisitions, asset sales and other 1
significant corporate transactions. .

wil
The interests of Lmdsay Goldberg & Bessemer, or ent:tles controlled by lt may not comc:de with the mterests

of the other holders of our common stock. In addition, stockholders will not be able to prevent Lindsay. Goldberg &
Bessemer, or entities controlled by it, from seliing shares, including all of the shares of our common stock it holds.

For example, Lindsay Goldberg & Bessemer, or entities controlled by it, could cause us to make acquisitions that =,
increase the amount of our indebtedness or outstanding shares of common stock or sell revenue-generating assets.
Lindsay Goldberg & Bessemer or entitics controlled by it may also pursue acquisition opportunities that may be
complementary to our business, and as a result, those acquisition opportunities may not be avaitable to us So long

as Lindsay Goldberg & Bessemer, or entities controlled by it, continue to own a substantial number of shares of
common stock, Lindsay Goldberg & Bessemer, or entities controlled by it, will effectively control all our corporate
decisions.

Anti-takeover provisions of our charter and bylaws may reduce the likelihood of any potential change of control
or unsolicited acquisition proposal that stockholders might consider favorable. The anti-takeover provisions of
Delaware law create various impediments to the ability of a third party to acquire control of us, even if a change in
control wouid be beneficial to our existing stockholders. Additionally, provisions of our charter and bylaws could
deter, delay or prevent a thlrd—party from acquiring us, even if doing so would benefit our stockholders These
provisions include:

s  the authority of the board to issue preferred stock with terms as the board may determine;

» the absence of cumulative voting in the election of directors;
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s limitations on who may call special meetings of stockholders; and .

+ advance notice requirements for stockholder proposals.

ITEM1B. UNRESOLVED STAFF COMMENTS
None. - o
ITEM 2. PROPERTIES

Our lieadquarters are located in Mount Airy, North Carolina. As of June 30, 2006, we owned 24 facilities and
leased 68 properties throughout the United States. Most of our properties are used as offices or for fleet operations.
We have pledged our owned properties as collateral under our credit facility. We continuously review our property .
needs and, as a result, may consolidate or eliminate certain facilities in the future. However, no specific future
eliminations or consolidations have been identified. We believe that our facilities are adequate for our current
operations. .

1}

ITEM 3. * LEGAL PROCEEDINGS -

We are from time to time a party to various lawsuits, claims and other legal proceedings that arise in the
ordinary course of business. These actions typically seek, among other things, compensation for alleged personal
injury, breach of contract and/or property damages, punitive damages, civil penalties or other losses, or injunctive or
declaratory relief. With respect to all such lawsuiits, claims and proceedings, we record reserves when it is probable a
liability has been incurred and the amount of loss can be reasonably estimated. We do not believe that any of these
proceedings, separately or in the aggregate, would be expected to have a material adverse effect on our results of
operations, cash flow or financial position. ‘ ' :

On September 6, 2006, we entered into a settlement agreement with one of our former employees relating to
litigation proceedings initiated by us to enforce the employee’s non-compete agreement entered into in connection
with our acquisition of Red Simpson. Under this settlement agreement, the former employee agreed to enter into a
revised non-compete agreement, reduce the amount and extend the payment terms of certam deferred compensatlon
liabilities and forfeit certain shares of restricted stock.

L]

We have initiated additional litigation proceedings against a collective group of former Red Simpson employees -
to enforce their non-compete agreements and will continue to enforce our nghts under non-compete agreements with
other former employees of Red Simpson. .

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

There were no matters submitted to a vote of our security holders, through the solicitation of proxies or
otherwise, during the fourth quarter of our fiscal year ended June 30, 2006.

F— +
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ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITY RELATED STOCKHOLDER MA TTERS
AND ISSUER PURCHASES OF EQUITY SECURI TIES o v

v A ] . \
[ Vil . ke ‘¢|=. ‘7."'t; " LA

Market lnformatlon o Al B e ' e

[} }-' \I ‘:- Tyt - . ) . '
Our stock began: tradmg on the New York Stock Exchange (“NYSE”) under the symbol “PEC” on July 27 B
2005 at the time of our initial public offering. The table on the following page presents, for the period indicated, the -,

high and low sales prlces per share as reported on the NYSE:

- - ) Lo e L oo ‘. i

- ’ fn . '

. ? : m C v |l S S High CLow- - - L
L Flscal 2006 G e A

First Quarter, (beginning July 27, 2005) $ 2040 . $13.60. . .
ER ,. : Second Quarter ...........nona i . 2025 - 15 50 e )
2 . Third Quarter ..............x RPN SN 242 . L1612 . .
T s ‘:Fourth Quarter ‘ 21.80°" - 1595 -

A

As of September ]5 2006, there were 79 record holders of our common stock and apprommately ]4 000
beneficial ho]ders of bur common stock. c . “a

Dividend Policy g C e

We have not deciared or paid any cash dividends on our common stock in the past two years, We currently '
intend to continue to retain our future earnings, if any,:to finance the growth, development and expans:on of our
business. Accordingly, we do not intend to declare or pay any cash dividends on our common stock in the

foreseeable future. The declaration, payment and amount of future cash dividends, if any, will be at the dlscreuon of .«

our board of directors after taking into account various factors. These factors include our ﬁnanc:ial condition, results .
of operations, cash flows from operations, current and anticipated capital requirements and-expansion plans, any-
contractual restrictions: the income tax laws then in effect and the requirements of Delaware law. o

Recent Sales of Unregistered Secutities - ot
None. ' ) Vet T
ITEM 6. nSELECTED CONSOLIDATED FINANCIAL DATA Caor T ST

b

The tables on the following pages set forth sellected consohdated financial data of P1ke Eiettric Corporauon for' *
each of the years in the five-year period ended June 30; 2006. The selected consolidated financial data as of June 30,
2006, 2005, 2004, 2003 and 2002 and for each of the five years in the period ended June 30, 2006, was derived from
the audited consolidated financial statements of Pike Electric Corporation. Amounts for fiscal 2006 and 2005
include the results of operations of Red Simpson, which was acquired on July 1, 2004.

The consolidated financial data should be read in conjunction with “Itermn 7 — Management’s Discussion and

Analysis of Financial Condition and Results of Opérations™ and “Item 8 — Financial Statements and Supplementary
Data” included elsewhere herein. ' :
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Year Ended June 30,
2006 2005 2004 2003 2002

(in thousands, except per share amounts)

Statement of Operations Data: : _ )
Revenues............. e 8 727,470 8 679,197 $ 356,697 § 297,514 § 273,235

Cost of operatlons(]) ..................................... 599.247 385.354 300,313 247,204 225280
Gross Profit.....cocrerincicccnsisnsnn 128,223 03,843 56,384 50,310 47,955
General and administrative expenses(Z) ........ 45,228 47,867 18,812 16,783 14,176
Recapitalization expenses(3) ...o.ooeminiinnn. T — — . 336 - 10,893
.Loss (gain) on sale of property and : : A ' ‘ .
EQUIPIMENT et nmeene e 2.250 S8S - 265 _ 539 {4)
Income from Operations..........coovereevenr e 80,745 45,391 37,307 32,602 22,890
Other expense (income):
Interest eXpense(4) . eencimnnnnnnes 24,272 40,217 9,192 11,862 2,802
OthEr, NEL...ceievicceerrererrere e emsssse s (220) (109) (19 (46) (267)
Total other eXpense......ovvvimeeceemesiiiiiesnns 24,052 40,108 9,173 11,816 2,535
Income before income taxes from g
CONLNUING OPErations..........covvvnrrrsreneenseenes 56,693 5,283 28,134 20,786 20,355
INCOME tAX EXPENSE. veceenemeeersirensmrnenreseseenisns 22,324 8,469 11.276 8.335 9.519
Income (loss) from continuing operations..... 34,369 (3,186) 16,858 12,451 10,836
Loss from discontinued operations, net '
Of taXES(5) vvvvrrrene e — — (330) {621) (324)
Net income (1088) ..ocererereevcriennecsiininnisisinsennes $ 34369 § (3,186y § 16528 §__ 11,830 § 10512

Decrease in redempnon value of
mandatorily redeemable preferred

SEOCK{B) c.rrvvereoeessvssiesssannsassrasssssenanenasssnnns e — — 12071 __ —
Net income (loss) available (attributable) : -
to common stockholders ... $ 34369 $ (3,186 § - IQ g 3 § 23901 $ 10,512

Basic earnings from continuing
operations per common share:
Weighted average basic common shares ) : .
OULSEANAING .....ccevecircmi vt e e T~ 31,023 27,709 24,437 24437. . 59,633

Income (loss) from continuing
OPELALIONS . ...ccrecececerre st b L1l 8 (011 $ 069 % 051. § . @GlI8 |,

Diluted earnings from continuing
operations per common share:
Weighted average diluted common

shares outstaNAing ...........cccovnaiimsreriannns 32,252 27,709 - 24,437 24,437 59,633
Income (loss) from commumg . )
OPRTAMONS coocvvorecisreric s grarernens ‘3 107 § (011 § 069 § 051 % 0.18

v
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As of June 30,

2003

2006 . 2005 2004 2002
) \ , (in thousands) -

Balance Sheet Data: _ o _ B o

Cash and cash equivalents ............cooovvveenens $ 3391 '$_ 3106 8§ 497 § 3637 § = 99
Working capital ... oo Crererreeane 78,9935 69,421 41,497 41,372 36,048
Property and equipment, net............. PR ‘284,452 281,842 190,600 171,488 174,500
TOtal SSE1S «.eovereeeeineenerceee s ssrsesier e nrenenas 589,966 592,455 287,096 245248 " 245,032
Total current liabilities...........ccovvevirerennnene 73,884 82,307 38,502 20,810 - 21,515
Total long-term liabilities .......c.ccocecvvevrivinneaes 345,350 509,665 199,311 192,103 = 198,807
Mandatorily redeemable preferred stock — — 5,810 5,429 17,500 -
Total stockholders’ equity(7)...cccococcrrnmmnriinins 170,732 483 49,283 32,335 7,210

Cash dividend per share of common stock P

ot -

-

(1) Cost of operations for fiscal 2005 includes $21 1 million in deferred compensation charges related to our

acquisition of Red Simpson in July 2004.

(2) General and administrative expenses for fiscal 2006 includes stock compensation expense of approximately
$2.3 million related to the adoption of SFAS 123R as of July 1, 2005. General and administrative expenses for
fiscal 2005 include: (i) $4.2 million of compensation expense for common stock options repurchased from our
management in connection with our December 2004 recapitalization, (ii) a $4.0 million charge for the
termination of our management agreement with Lindsay Goldberg & Bessemer, and (iii) $2.6 million related to -
the purchase by members of Red Simpson’s management of restricted shares of common stock in connection
with the acquisition of Red Simpson, due to the acceleration of deferred compensation benefits and the -

subsequent repurchase of a portion of that restricted stock in the December 2004 recapltallzatlon

3 Recapltallzatlon expenses represent costs incurred in connection w1th a recapltallzanon that we effected in 2002.

(4) Interest expense primarily includes interest expense related to outstandmg debt as well as (a) a $14.0 mllllon
charge in fiscal 2005 for the redemption of preferred stock and (b} the write-off of unamortized deferred loan

debt.

costs of $3.2 million and $6.7 million for ﬁsca] 2006 and 2005, respectwely, resulnng from the prepayment of

(5) Loss from discontinued operations, net of taxes, represents losses from our industrial division, which ceased

operations during the year ended June 30, 2004:

(6) The $12.1 million decrease in the redemption value of our Series A preferred stock during fiscal 2003 occurred
because we adjusted the carrying value of the Series A. preferred stock to $5.4 million from its original carrying.
value of $17.5 million-at issuance in accordance with the terms of the Series A preferred stock.

(7) Total stockholders equity was effected in fiscal 2006 by our IPO, completed on August i, 2005 of 10.0
million shares of common stock, in which we received approximately $122.0 million in net proceeds. Total
stockholders’ equity was effected in fiscal 2005 by our sale of common stock on July 1, 2004 for $71.0 million
in connection with our acquisition of Red Simpson, which was offset by-our recapitalization in December 2004,
pursuant to which we acquired shares of our common stock for a total purchase price of $123.3 million.
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ITEM7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS - B

E . . [

The following discussion and analysis of our financial condition and results of operations should be read in
conjunction with our historical consolidated financial statements and related notes thereto in Item 8 “F. manc:al
Statements and Supplemeritary Data.” The discussion below contains Jorward-looking statements that aré based
upon our current expectations and are subject to uncertainty and | changes in circumstances. Actual results may
differ materially from these expeciations due to maccurate assumpttons “and known or unimown risks and”

uncertainties, mclua’mg those identified i in “Risk Factors.” L

' 1 . - N
. . L

Overview: - . - : P —
L .. . A L Saa e ' 1
We are one of the largest third-party providers of outsourced electric distribution-and-transmission services in
the United States. Qur core activities consist of the maintenance, upgrade and extension of electric distribution and
sub-500 kV transmission power lines. Our customers include more than 150 electric utilities, cooperatives and
municipalities across a contiguous 19-state region that stretches from Pennsylvama in the north-to Florida in the

southeast and to Texas in the southwest. ) R

Business Drivers and Measures- + « -1 5 I R : T
et T T, . B A e AT ".
Industry trends impact our resu]ts of operattons In operatmg our business and momtorlng-lts performance we
also pay attention to a number of performance measures and operational. factors. The statements in this section are .
based on our current expectations.. These statements are forward:looking; and actual results may differ materially -,
from our expectations. Please refer to “Forward-Looking Statements and “Rlsk Factors” for more information on -,
what may cause our actua] results to differ... . - . el , N T BRI
. [ T . 3 : 'l-l'I-uH‘
Industry Trends. Our performance is 1mpacted by mamtenance upgrade and extensmn spendmg on distribution
and transmission power lines by:our customers. Distribution and transmission spending isi 1mpacted by, several

important trends affectmg our tndustry, mcludmg the followmg
L Growth in demand for electrrc.rry Demand for e!cctr:cny isa dlrect driver of spending on e]ectnc et
+ distribution and transmissien infrastructure, which is driven by population growth, economic expansion and
the proliferation of electrical devices. The southern census region of the United States, which forms the . .
majority of our market, has exhibited, and is forecasted to continue to exhibit, more than double the
population growth rate of the midwest and northeast census regions, driving both increased:investment in -
the distribution and transmission infrastructure and the related 'increase in maintenance requirements in our~
service territory.
.. L : t ' ' ' T . . i’ A . S
o . Passage'of the Energy Policy Act of 2005. On August 8, 2005, President.Bush signed the Energy Policy
Act of 2005 into law.. The Actincludes provisions designed to improve electric transmission capacity and
reliability and incentives to encourage investment in the transmission infrastructure, We believe that
provisions in this Act will lead to-a'imore efficient:permitting process, which.should encourage investment. '
in the transmission system. Additionally, we believe that provisions of this Act could'spur investment.’ «
interest from non-utility entities, which are likely to focus on‘teducing costs; while enabling utilities to .«
focus on their core competencies. Fmal]y, we believe that this Act could Iead to increased interestin! « .

outsourcing solutions. g e L L

e Increased outsourcing of infrastructure services. There has been an increase in outsourcing of electrical
infrastructure maintenance and system improvements by electric companies over the last decade as they
have increasingly focused on their core competencies. We believe outsourcing enables electric companies
to manage their labor costs more flexibly, improve the reliability of their systems and deploy their capital
more efficiently, and we expect the outsourcing trend to continue.
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 Inadequacy of current electric infrastructure. The current electric infrastructure is increasingly viewed as
inadequate, as more electricity is being transported over longer distances utilizing a system that was
designed for fimited power sharing among neighboring utilities. We expect spending on electrical
transmission infrastructure to increase in order to cure historical underinvestment, and we expect this
increase to drive further work for us. , S ’ .

Operational and Other Factors. Although we benefit from general mdustry trends, we are subject to various
factors that can affect our results of operations. To mitigate the effects of these factors, we focus on elements of our
business we can control, mcludmg excellent customer service, safety and employee development, cost control and
return on invested capital. Certam operattonal and other factors that affect our busmess mclude the following:

»  When we add new customers and contracts, we generally expenence an increase in costs, including the costs
¢ of training and outfitting our crews and spending on equipment and specialized tools and supplies. Once the
crews and equipment are fully utilized, our margms generally increase over the life of the contract.

+ Industry-wide insurance costs for workmen’s compensatlon medtca! and general ]tabtllty have risen in the
past several years and are expected to continue to rise at a rate faster than our revenues. We have
implemented several safety initiatives designed to reduce incident rates and corresponding insurance costs as
well as 1ntroduced an employee safety bonus'in fi scal 2005 that has mma]ly 1ncreased our costs

*  There are a ]lmtted number of skllled workers that can perform our’ work and during htstortc pertods of
increased demand, labor costs have tended to increase. We have been experiencing an improved economic
cycle, and we are currently experiencing shortages of skilied personnel in certain markets. While shortages .
have caused our labor costs to increase, we historically have been able to obtam increases when we ;
renegottate rates with our. customers to offset these cost increases.’

o . r ' . U

»  Our generat and admtmstratwe expenses w1]l mclude additional implementation costs relating.to compliance
with Section 404 of the Sarbanes-Oxley Act of 2002 and will range from $1.5 million to $2.5 million in fiscal
2007 compared to approximately $0.7 million in fiscal 2006. In addition, as a result of the termination of
employment of our former chief financial officer on August 16, 2006, we expect to incur approximately $0.8
million in general and administrative expénses in the first quarter of fiscal 2007 in accordance with the terms .
of his employment arrangement. ‘ ‘ : e .ot .

«  Fuel costs have risen significantly in the past year and are expected to continue to rise at a rate faster than our
revenues. We have a large fleet of vehicles and equipment that primarily use diesel fuel. We have
implemented bulk purchasing in certain areas to hedge fue! costs. In addition, on May 5, 2006 we entered
into swaps covering approxtmately 2.5 million gallons of our dlesel requnrements for the period from June
2006 through February 2008 : e

Services : I O ‘

We monitor our revenues by the two categories of services we provide: power]tne and storm restoratlon We use
this breakdown because powerline services represent our ongoing service revenues, most of which are genefated by
our customers’ recurring maintenance needs. Storm restoration revenues represent additional revenue opportunities .
that depend on weather condltlons . - e

[ . o -t B . , [

Qur powerline services are our core business because of the magnitude and stablllty of our revenues from these
operations. These powerline services have benefited from the industry trends described above. Although storm
restoration services can generate significant revenues, their unpredictability is démonstrated by comparing our
revenues from those services in the last five fiscal years which have ranged from 2.6% to 25.5% of our total
revenues. During fiscal 2006 and 2005, we experienced the largest storm restoration events of our history as several
significant hurricanes affected the Guif Coast and Florida. Our storm restoration revenue for fiscal 2006 and 2005
are not indicative of the revenues that we typically genérate in any period or can be expected to generate in any
future period. We cannot accurately predtct the occurrence or magmtude of future storm restoration revenues.  « -

P

The table on the following page sets forth our revenues by category of service for the periods mdtcated
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N ' o : o . | o :
- -"Storm Revenue Data L e, ]
: Percentage Storm’ Percentage :

Powerline _ of Total Restoration - of Total Total .
Year Services Revenues Services Revenues Revenues

(In mlll:ons) Loy "7 (In'millions) - '+ (In millions)
2000 § - 242.1 91.8%  § 216 82%  $ " 2637
2000 . 2620 91.2% ST 253 C O 8.8% S 2873
2002 2662 97.4% 70 T 2.6% ©o2732
2003 .. .2509 .84.3% .. 46.6 . 15.7% . 297.5
2004 . 313 7 . 87.9% . . , . 4430 12.1% L. 3567
2005 - - 530.0 .. 80% - - . . 1492 .ot 22.0%. o 679.2
2006 542.2 74.5% 185.3 25.5% 727.5

Seasonality; Fluctuations of Results o ; - . - e

Our services are performed outdoors, causing our results of operations to be subject to seasonal variations due
to weather conditions. These seasonal variations affect both our powerline and storm restoration services, Extended
periods of rain affect the deployment of our powerline crews, particularly with respect to underground work. During
the winter months, demand for powerline work is generally lower due to inclement weather. In addition, demand for
powerline work generally increases during the spring months due to improved. weather conditions and is typically
the highest during the summer due to better. weather conditions. Demand for electrical repairs is generally higher
during the fall months due to damage caused by weather conditions, such as hurricanes. In addition, our results of
operations are subject to significant variations related to storm restoration services. Due to the unpredictable nature
of storms, the level of our storm restoration revenues fluctuates from period to period. See “Risk Factors.”

Inflation - ' R

Due to relatively low levels of inflation experienced during fiscal 2006, 2005 and 2004, inflation did not have a
_significant effect on our results. However, we have experienced significant increases in the costs of fuel used to
operate our vehicles and equipment during fiscal 2006.

* * [ A . .
' H [ ; . .ot

Basis of Reporting - o e

Revenues. We derive our revenues from one reportable segment through two service categories — powerline -
and storm restoration. Qur core powerline services consist of the maintenance, upgrade and extension of electric
distribution and transmission power lines and various ancillary services. Our storm restoration services involve the
rapid deployment of our highly-trained crews and related equipment to restore power on distribution and
transmission systems dunng crisis situations, such as hurricanes or ice or wind storms.

1 r * t : r

Over 90% of our services, mcludmg substantlally all of our powerline and a majorlty of our storm restomtlon -
services, are. pmvnded under master service arrangements, or MSAs, which are based on a price per hour worked or-
a price per unit of service. Less than 5% of our annual revenues are from fixed-price agreements. In addition, we do
not derive significant revenues from large-scale capital projects, which typically involve competitive bidding, fixed
price agreements and substantial performance bond requirements. The mix of hourly and per unit revenues changes
during periods of high storm restoration services, as these services are all billed on an hourly basis. We determine
our revenue generated on an hourly basis based on actual labor and equipment time completed and on materials
billed to our. customers. Revenue based on hours worked is recognized as hours are completed We recogmze
revenue on unit-based services as the units are completed. .

Cost of Operatians. Our cost of operations consists primarily of compensation and benefits to employees, ,
insurance, fuel, rental, operating and maintenance expenses relating to vehicles and equipment, materials and parts
and supplies. Our cost of operanons also includes depreciation, pnman]y relating to our vehicles and heavy )

equipment. . : >




General and Administrative Expenses. General and administrative expenses include costs not directly
associated with performing work for our customers. These costs consist primarily of compensation and related N
benefits of management and administrative personnel facilities expenses management fees, professmnal fees and
admlmstratwe overhead. - v : . : S o St

- * v ' o » . . ' 1T,

Interest Expense and Other, Nét. Interest expense and other net prtmanly include interest éxpense, SRt
recapitalization expenses and other nonoperating expenses. In addition to cash interest expense, interest-expense
includes amortization of deferred loan costs and mark-to-market gains and losses on interest rate derivatives. In
addition, interest expense includes the changes in the redemption value of our Series A preferred stock and the  * *
write-off of unamortized deferred loan costs resulting from prepayments of debt. The preferred stock was redeemed
in fiscal 2005. The recapltallzatlon expenses consist of nonrecurrmg expenses relating to our December 2004

. . b

recapitalization. . : N v
Critical Accounting Policies Lo R - IR £
) P P - R P LA
The discussion and analysis of our financial condition and results of operations is based on our-consolidated *+ . : .
financial statements, which have been prepared in accordance with. United States generally accepted accounting  +
principles (“GAAP”). The preparation of these consolidated financial statements requires the use of estimates,
assumptions, judgments and subjective interpretations of accounting principles that have an impact on the assets,
liabilities, revenues and expenses reported. We believe our uses of estimates and underlying accounting assumptions* .
adhere to GAAP and are consistently applied. Valuations based on estimates are reviewed for reasonablenessona -
consistent basis. Actual results may differ materially from these estimates. We believe the'folloi:ving to be our most -
important accounting policies, including those that use significant judgments and estimates in the preparation of our
consolidated financial statements : : C
Revenue Recognition. Revenues from service arrangements are recognized when services are performed. Over '
90% of our services are provided under master service arrangements, which are based on a price per hour worked or .+
a price per unit of service. We recognize revenue from hourly services based on actual labor and equipment time
completed and on materials billed to our custoimers. We. recogmze revenue on unit-based services as the units are
completed, and the price for each unit is determined under the service arrangement.'For unit-based services, any
estimated loss is recognized when the actual costs to complete each unit exceed original estimates. Costs typically.
include both direct labor and material costs and indirect costs related to performance, such as indirect labor,
supplies, tools, repairs and depreciation costs. We immediately recognize the full amount of any estimated loss on
these projects if estimated costs to complete the remaining units for the project exceed the revenue to'be received
from such units. For each of the perlods presented we did not have a materlal amount of loss accrua]s
Work completed and not billed represents service revenues eamed under hourly and unit service arrangements '
and recognized in the period performed but not billed until a subsequent period and work performed under certain’* - -
unit service arrangements and not yet billed to customers in accordance with specific contract terms regarding the .
timing of bilting. In some instances, a portion of the total revenues billed under the customer arrangement are held.
by the customer asa “retamage” until the job is complete, and we record these amounts as accounts receivable. X
Allowance for Doubtful Acceunts. We provide an allowance for doubtful accounts that represents an estimate
of uncollectible accounts receivable. The determination of the allowance includes certain judgments and estimates
including our customers’ willingness or ability to pay and our ongoing relationship with the customer. In certain
instances, primarily relating to storm restoration work and other high volume billing situations, billed amounts may*
differ from ultimately collected amounts. We incorporate our historical experience with our customers into the

estimation of the allowance for doubtful ac¢ounts. These amounts are continuously monitored as additional .+ .- *
information is obtained. Accounts receivable are due from customers located within the United States. Any material
change in our customers’ business or cash flows would affect our ablhty to collect amounts due: oo

Property, Plant and Equipment and Impairment of Long-Lived Assets. We capitalize propercy and equipment -
as permitted or required by applicable.accounting standards, including replacements and improvements when costs
incurred for those purposes extend the useful life of the asset. We charge maintenance and repairs to expense as .
incurred. Depreciation on capital assets is computed using the straight-line method and ranges from 3 to 39 years. "~

27




Our management makes assumptions regarding future conditions in determining estimated useful lives and potential
salvage values. These assumptions impact the amount of depreciation expense recognized in the period and any gain
or loss once the asset is disposed. =
We review our long-lived assets for impairment when events or changes in business conditions indicate the

carrying value of the assets may not be recoverable, as required by SFAS No. 144, Accounting for the Impairment or
Disposal of Long-Lived Assets. An impairment of assets classified as “held and used” exists if the sum of the
undiscounted estimated future cash flows expected is less than the carrying value of the assets. If this measurement
indicates a possible impairment, we compare the estimated fair value of the asset to the net book value to measure |
the impairment charge, if any. If the criteria for classifying an asset as “held for sale’” have been met, we record the

" asset at the lower of carrying value or fair value, less estimated sellmg costs.

Valuation of Gooa'wa” and Other lmang:ble Assets. In accordance with SFAS 141, Business Combmanons .

we identify and value intangible assets that we acquire in business combinations, such as customer arrangements,
customer relationships and non-compete agreements, that arise from contractual or other fegal rights or that are.
capable of being separated or divided from the acquired entity and sold, transferred, licensed, rented or exchanged.
The fair value of identified intangible.assets is based upon an estimate of the future economic benefits expected to
result from ownership, which represents the amount at which the assets could be bought or sold in a current
transaction between willing parties, that is, other than in a forced or liquidation sale. For customers with whom we
have an existing relationship prior to the date of the transaction, we utilize assumptions that a marketplace
participant would consider in estimating the fair value of customer relationships that an acquired entity had with our
pre-existing customers in accordance with EITF 02-17, Recognition of Customer Relaaonshrp Intangible Assets
Acquired in a Business Combmatron : : o

- g

‘In accordance with SFAS No. 142, Goodwill and Other Intangible Assets, we test our goodwill and indefinite-
lived intangibles for impairment annualty or more frequently if events or circumstances indicate impairment may
exist. Examples of such events or circumstances could include a significant change in business climate or a loss of
significant customers. We generally complete our annual analysis of our reporting unit on the first day of our fourth
fiscal quarter. We apply a two-step fair value-based test to assess goodwill for impairment. The first step compares
the fair value of a reporting unit to its carrying amount, including goodwill. If the carrying amount of the reporting .
unit exceeds its fair value, the second step is then performed. The second step compares the carrying amount of the
reporting unit’s goodwill to the fair value of the goodwill. If the fair value of the goodwill is less than the carrying
amount, an impairment loss would be recorded in our income from operations. Intangible assets with definite lives
are amortized over their estimated useful lives and are also reviewed for impairment if events or changes in
circumstances indicate that their carrying amount may not be realizable.. - -

Our management makes certain estimates and assumptions in order to determine the fair value of net assets and
liabilities, including, among other things, an assessment of market conditions, projected cash flows, cost of capital
and growth rates, which could significantly impact the reported value of goodwill and other intangible assets.
Estimating future cash flows requires significant judgment, and our projections may vary from cash flows eventually
realized. When necessary, we engage third-party.specialists to assist us with our valuations. The valuations'employ a,
combination of present value techniques to measure fair value, corroborated by comparisons to estimated market
multiples. These valuations are based on a discount rate determined by our management to be consistent with
industry discount rates and the risks inherent in our current business model.

We cannot predict the occurrence of certain future events that might adversely affect the reported value of
goodwill and other intangible assets that totaled $144. 4 million at June 30, 2006. Such events include strategic
decisions made in response to economic and competitive conditions, the impact of the economic environment on our
customer base or, mater:al negatwe changes in our relationships with material customers.

N )

Insurance and Clatms Accruals. In the ordmary course of our busmess, we are subject to workers'
compensation, vehicle, general liability and health insurance claims for which we are self insured up to specified
limits. We maintain commercial insurance for individual workers’ compensation and vehicle and general liability
claims exceeding $1.0 million for. claims subsequent to October 1, 2004 and $500,000 for claims prior to October |,
2004. We also maintain commercial insurance for health.insurance claims exceeding $300,000 per person on an
annual basis. We determine the amount of our loss reserves and loss adjustment expenses for self-insured claims
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based on third-party actuarial analyses prepared semi-annually that use both company-specific and industry data, as

well as general economic information. Our estimates for insurance loss exposures require us to monitor and evaluate .
our insurance claims throughout their life cycles. Using this data and our assumptions about the emerging trends, we
estimate the size of ultimate claims. Qur most significant assumptions in forming our estimates include the trend in .
loss costs, the expected consistency with prior year claims of the frequency and severity of claims incurred but not -

yet reported, changes in the timing of the reporting of losses from the loss date to the notification date, and expected
costs to settle unpaid claims. We also monitor the reasonableness of the judgments made in the prior year’s

estimates and adjust current year assumptions:based on that analysis.

[
While the final outcome of claims may vary from estimates due to the type and severity of the injury, costs of
medical claims and.uncertainties surrounding the litigation process, we believe that none of these items, when
finally resolved, will have a material adverse effect on our financial condition or liquidity. However, should a
number of these items occur in the same period, it could have a material adverse effect on the results of operations in-
a partlcular quarter or fiscal year. - : L ‘

Stock-Based Compensatmn Effective July 1, 2005, we adopted SFAS No. 123 (revised 2004) (“SFAS No.
123R™), Share-Based Payment, which was issued by the FASB in December 2004. SFAS No. 123R revises SFAS
No. 123, Accounting for. Stock Based Compensation, and supersedes APB Opinion No. 25 (“APB No. 257), -
Accounting for Stock Issued to Employees, and its related interpretations. SFAS No. 123R requires recogmuon of the
cost of employee services received in exchange for an award of equity instruments in'the financial statements over
the period the employee is requtred to perform thé services in‘exchiange for the award (presumptively the’ vesting
period). SFAS No. 123R also requires measurement of the cost of employee services received in'‘exchange.for an |
award based on the grant—date fair value of the award. SFAS No. 123R also amends SFAS No. 95, Statement of
Cash Flows, 10 require that excess tax benefits be reported as financing cash inflows, rather than as a reduction of -
taxes patd, which is included within operating cash flows.

We adopted SFAS No. 123R using the modified prospectlve apphcatlon as permmecl under SFAS No. 123R -
Accordingly, prior period amounts have not been restated. Under this application, we are required to record -~ - * .,
compensation expense for all awards granted after the date of adoption and for the unvested pomon of prevmusly
granted awards that remain outstanding at the date of adoption. - B :

Prior to the adoption of SFAS No. 123R, we used the intrinsic value method as prescribed by APB No. 25 and.
thus recognized no compensation expense for options granted wnth éxercise prices equa] to the fair market value of .
our common stock on the date of grant, ' ‘ - g

' - o ea Tt S .

The falr value of each optien award is estimated on the date of grant using the B]ack Scholes optton pricing .-
model. The risk-free interest rate is based on the U.S. Treasury rate for the expected life at the time of grant.
Volatility is based on the average tong-term implied volatilities of peer companies as we have limited trading
history. The expected life is based on an approximate average of the ten-year term of the options and the five-year
weighted-average graded vesting period, and forfeitures are estimated at 5% based on certain hlstorlcal data as we ‘
have limited trading history beginning July 27, 2005 to present. . = - \ : S T '

Sore Lt .o T ' LT R I
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Results 0f0perati0ns A : . ‘ TS

o

The followmg table sets: forth selected statement of operations data as percentages of revenues for the perlods

mdlcated ot : : : b
.Pike Electric Corporation and Subsidiaries P
Consolidated Statements of Operations = - Lo
o - - P e Year Ended June 30,
. e ' : ST e . ‘2006 2005 - _ 2004
Revenues: ‘ T . " ST ¢
POW T I SEIVICES. ... veeeesieteeeeeeoeetm e ee e e eeeaeeeeseaaasssstatssstnraeeeaemeneesaeneeenrsasteeeeaamnne 74.5% 78.0% . 87.9%
Storm restoration SEIVICES ...ooverirrereeereresire e nressscee e e renes SO 255 220 12.1
Total ..o eerepae et feeureeencienennaeersnenoeen oo s eneesd rerereerran s 100.0% 100.0% 100.0%
Cost of OPErations ..o tiininns - 82.4¢ 86.2, .84.2
Gross profit.........ccooveviene eenreneens SO . 17.6 13.8, 15.8 ...
General and administrative EXPenses ....... . .cco.oceverviorivsremsrsmmrensccares SR 6.2 " 70 53
Loss on sale of property and equipment............. SOOI S 03 ' __0.1 — .
~ " Income from OPEIAHIONS ooy evevsoeeeeieoeeee b s T e 11.1% 6.7% 10.5%
Other expense (income): o o I o ’
Interest expense 11, SO U e et a st 337 759 2.6
Other, net... e : : — e -
Income before income tax fmm contmumg operanons 78 . 08 -+ 79
Income tax expense... . 31 - 1.3 3.2
 Income (loss) from contmumg operattons .............................................................. 4.7  _(0.D 4.7
¢ = (0.1

4,7%‘ (0.5)%. 4.6%

‘ ' vt : * . .
. f * : . - . *

Year E}:ded June 30, 2006 Compared to Year Ended June 30, 2005

Revenues.. Revenues increased $48.3 million to $727.5 mitlion for the fiscal year ended June 30, 2006 from
$679.2 million for the fiscal year ended June 30, 2005. The increase was due to a $36.0 million increase in storm
revenues coupled with a $12.3 million increase in powerline revenues compared to the prior year, We generated -
substantial revenues from storm restoration services during fiscal 2006 related to major storms lmpactmg the Gulf
Coast and Florida. e .o R e
Our powerline service's revenue increased 2.3%, to $542.2 million in fiscal 2006 from $529.9 million in fiscal
2005. Total powerline man-hours increased primarily due to an increased workload from our existing customers.
Revenue per man-hour increased slightly for fiscal 2006 compared.to the prior year. Total headcount increased by
500 to approximately 6,900 at June 30, 2006 compared to approximately 6,400 at June 30, 2005..

Our storm restoration revenues increased 24.1% to $185.3 million for fiscal 2006 from $149.3 million for fiscal
2005. This increase in storm restoration revenue was primarily the result 6f major storms in fiscal 2006, including
Tropical Storm Cindy and Hurricanes Dennis, Katrina, Rita and Wilma and ice storms affecting Georgia, North
Carolina, South Carolina and Virginia. The 2005 hurricane season had the largest number of named storms in
history. Our storm revenues are highly volatile and unpredictable. Our storm restoration revenues for fiscal 2006 and
2005 were the highest in the history of our Company and are not indicative of the revenues that we have typically
generated in the past or can be expected to be generated in the future.

Gross Profit. Gross profit increased $34.4 million to $128.2 million for fiscal 2006 from $93.8 million for
fiscal 2003, primarily due to a $21.1 million charge recorded in fiscal 2005 attributable to the cost of operations
portion of the deferred compensation charge related to our acquisition of Red Simpson. Gross profit as a percentage
of revenues increased to 17.6% in fiscal 2006 from 13.8% in fiscal 2005. Excluding a charge related to the Red:
Simpson acquisition in fiscal 2003, gross margins would have increased to 17.6% from 16.9%. The remaining
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increase is primarily due to an increase in higher margin storm restoration revenues in fiscal 2006 partially offset by -
increaséd costs for labor, fuel and insurance. ' :

General and Administrative Expenses. General and administrative expenses decreased $2.7 million to
$45.2 million for fiscal 2006 from $47.9 million for fiscal 2005. This decrease was primarily as the resuit of
eliminating the following non-recurring charges that occurred in'fiscal 2005: (i) a $4.0 million charge for
termination of our management agreement with Lindsay Goldberg & Bessemer, (ii) $4.2 million of compensation
expense for common stock options repurchased from our management in connection with éur December 2004
recapitalization and (iii) a compensation charge of $2.6 million related to the purchase by members of Red
Simpson’s management of restricted shares of common stock in connection with the acquisition of Red Simpson,
due to the acceleration of deferred compensation benefits and the subsequent repurchase of a portion of that
restricted stock in the December 2004 recapitalization. Partially-offsetting the benefit resulting from the elimination
of such items and charges in fiscal 2006 were increased administrative costs in fiscal 2006 as a result of operating as
a public company, increased legal fees and an increase in stock compensation expense of approximately $2.3 million
related to the adoption of SFAS 123R as of July i, 2005 As apercentage of revenues, general and administrative -
expensés decreased to 6.2% from 7 0%.

Loss on Sale of Property and Equipment. Loss on sale of property and equipment increased $1.7 million to
$2.3 million for fiscal 2006 compared to $0.6 million for fiscal 2005. This increase is due to continued replacement
of equipment in the normal course of business and includes a charge of $0.7 million related to certain assets held for
sale as of June 30, 2006

Interest Expense and Other, Net. Interest expense and other, net decreased $16.0 million to $24.1 million for
fiscal 2006 from $40.1 million for fiscal 2005. The decrease was primarily due to the elimination of the
$14.0 million charge related to the redemption of the Series A preferred stock that occurred in fiscal 2005. A
reduction in interest expense due to lower outstanding debt was offset by accelerated amortization of deferred loan
costs due to prepayments of the related debt and higher overall interest rates on the outstanding debi.

Income Tax Expense. Income tax expense increased $13.8 million to $22.3 million for fiscal 2006 from
$8.5 million for fiscal 2005. Excluding the impact of the $14.0 million non-tax deductible interest related to the
Series A preferred stock redemption in fiscal 2005, the effectlve tax rate was reduced to 39.4% for fiscal 2006 from
43.9% for the pnor fiscal year. =~ . . : : ,

Net Income (Loss). As a result of the factors discussed above, net income increased $37.6 m|ll1on to net
income of $34.4 million for fiscal 2006 from a toss of ($3.2 million) for fiscal 2005.

Year Ended June 30, 2005 Compared to Year Ended June 30, 2004

Revenues. Revenues increased $322.5 million to $679.2 million for the fiscal year ended June 30, 2005 from
$356.7 million for the fiscal year ended June 30, 2004. This increase was primarily attributable to the acquisition of
Red Simpson in July 2004, the substantial annual storm revenues and, to a lesser extent, organic growth. Red
Simpson contributed $223.8 million of incremental revenue whlle Pike accounted for the remammg $98.7 million of
the increase. :

Our powerline services revenue increased $216.2 million, or 68.9%, to $529.9 million in fiscal 2005 from - -
$313.7 million in fiscal 2004. The Red Simpson acquisition accounted for approximately $185.1 million of this
increase while Pike accounted for the remaining $31.1 million of growth. Excluding the Red Simpson acquisition,

- total powerline man-hours increased, due primarily to an increased workload from our existing customers, while
revenue per man-hour mcreased shghl]y ‘ .
Additionally, storm restoration revenues increased $106.3 million to $149.3 million for fiscal 2005 from
$43.0 million for fiscal 2004.  This increase in storin restoration revenue included $38.7 million in storm restoration
revenue from Red Simpson and $67.6 million of additional storm restoration revenue from Pike, excluding Red
Simpson. The increase was primarily the result of the significant storm restoration events that occurred when four
hurricanes affected Florida and the surrounding Gulf states during August and September of 2004,
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. Gross Profit. Gross profit increased $37.4 million to $93.8 million for fiscal 2005 from $56.4 million for fiscal _
2004, primarily due o the increase in revenues described above and partially offset by a $21.1 miilion charge related
to the cost of operations portion of the deferred compensation charge related to our acquisition of Red Simpson.
Gross profit as a-percentage of revenues decreased to 13.8% in fiscal 2005 from 15.8% in fiscal 2004. This decrease
in gross profit was primarily attributable to the charge of $21.1 million related to deferred compensation from the
Red Simpson acquisition. Excluding this charge, gross margins would have increased to 16.9%. The increase is- .. -
primarily the result of higher-margin storm restoration revenues of 22.0% of tota! revenues in fiscal 2005 from -
12.1% of total revenues in fiscal 2004. o , . .

General and Administrative Expenses. General and administrative expenses increased $29.1 millionto
$47.9 million for fiscal 2005 from $18.8 million for fiscal 2004. This increase was primarily attributable to: (iYa . ..
$4.0 million charge for termination of our management agreement with. Lindsay Goldberg & Bessemer, (ida ...
$4.2 million compensation expense for common stock options repurchased from our management in connection with
our December 2004 recapitalization and (iv) a compensation charge of $2.6 million related to the purchase by
members of Red Simpson’s management of restricted shares of commnon stock in connection with the acquisition of
Red Simpson, due to the acceleration of deferred compensation benefits and the subsequent repurchase of a portion
of that restricted stock in the December 2004 recapitalization. The remaining increase in general and administrative
expenses of $18.3 million was-primarily due to increased administrative costs related to our acquisition of Red. |, .
Simpson and the increase in revenues in fiscal 2005 as compared to fiscal 2004. - .

Interest Expense and Other, Net. Interest expense and other, net increased $30.9 million to $40.1 million for
fiscal 2005 from $9.2 miltion for fiscal 2004. All of this increase was due to increased interest expense. The increase
in interest expense was primarily due to: (i) a-§14.0 million charge to interest expense resulting from the redemption
of our Series A preferred stock at a redemption price greater than its carrying value, (ii) a write-off of $5.6 miltion in
. deferred loan costs in connection with the refinancing of our then-existing credit facility in July 2004, (iii) a
$10.2 million increase in interest expense primarily as a result of increased borrowings related to the acquisition of -
Red Simpson and the December 2004 recapitalization, (iv} a $0.3 million increase in the amortization of deferred
loan costs compared to the prior period and (v) a $1.0 million decrease in the mark-to-market gains on interest rate
derivatives. . Y . .

Income Tax Expense. Income tax expense decreased $2.8 million to $8.5 million for fiscal 2005 from
$11.3 million for fiscal 2004 primarily as a result of a decrease of $22.8 million in income before income taxes to
$5.3 million for fiscat 2005 from $28.1 million for fiscal 2004. The difference in the effective tax rates for the two
periods of 40.1% and 160.3% for fiscal 2004 and 20035, respectively, results primarily from the $14.0 million charge
to interest expense resulting from the redemption of the Series A preferred stock in fiscal 2005, which is not
deductible for income tax purposes.

Discontinued Operations. Our industrial division ceased 6perétions in fiscal 2004 and did not record any
expenses attributable to discontinued operations in fiscal 2005. In fiscal 2004, we recognized a loss, net of taxes, of
$0.3 million for discontinued operations. T W .

Net Income (Loss). ‘A_s a fes_ult of the factors discussed above, net income decreased $19.7 million to a loss of \
{$3.2) million for fiscal 2005 from net income of $16.5 million for fiscal 2004. |
Liquidity and Capital Resources ‘ . . : .

Qur primary cash needs have been for capital ex'pendi'tures, wéfking capital, payménts under our senior credit
facility, our acquisition of Red Sirapson and the redemption of our Series A preferred stock. Our primary sources of
cash for fiscal 2006 were cash provided by the issuance of stock and, to a lesser extent, cash provided by operations. , .

The primary sources of cash for fiscal 2005 were cash borrowed under our refinanced senior credit facility and, to a

lesser extent, cash provided by the issuance of stock and cash provided by operations. The primary sources of cash

for fiscal 2004 were cash provided by operations and, to a lesser extent, cash provided by borrowings under our |

senior credit fac1]|ty

We need workmg capital to support seasonal variations in our business, prlmanly due to the impact of weather |
conditions on the electric infrastructure and the corresponding spending by our customers on ¢lectric service and

.t ' Lk
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repairs. We may experience seasonal working capital needs from approximately August through February in
connection with our storm restoration services. The increased service activity causes an excess of customer billings
over customer collections, leading to increased accounts receivable during those periods. In the past, we have
utilized borrowings under the revolvmg portion of our senlor credlt facility to satisfy normal operating costs durmg
these periods.

For the years ended June 30, 2006 and 2005, our revenue days outstanding in billed accounts receivable were 40
and 36 days, respectwely, and our revenue days outstanding in work completed not billed decreased to 33 from
38 days. The increase in revenue days outstanding in billed accounts receivable increased pnmarlly as a result of
slower payments by customers. Revenue days outstanding in work completed not billed decreased because we were
working through the integration of Red Simpson crews at the end of the prior year WhICh caused a delay in
completed documentation for billing being sent to the corporate office. .

As of June 30, 2006, our cash totaled $3.4 million and we h'ad $57.9 million available under the $90.0 million
revolving portion of our senior credit facility (after giving effect to the outstanding balance of $4.5 million and the
outstanding standby lettets of credit of approximately $27.6 million). , . )

We believe thal our cash flow from operatlons ava:lable cash and cash equwalents and borrowings available
under our senior credit facnlny will be adequate to meet our ordinary course hqu1d|ry needs for the foreseeable -
future. However, our ability to satlsfy our obligations or to fund p]anned capital expendlrures will depend on our
future performance, which, to a certain extent, is subject to genera] economic, financial, competitive, Ieglslatlve
regulatory and other faetors that are.beyond our control,

A]though we currently have no spec1f’ c plans to do so, to the extent we demde to pursue one or more signifi cant
strategic acquisitions, we would likely need to incur. addmonal debt or sell additional equity to finance the purchase -
of those businesses. . o
Changes in Cash Flows: 2006 Carrrphred to 2005 ‘

Year Ended June 30,

_ S : 2006 2005
. , o E .- - -+ . (in'millions)
Net cash provided by operating activities .. ... 2 oo i e e 8 ..749 . § 532
Net cash used in investing aCtivities ..........loeevvevervneneiernnnn? E i lueeeeneerneneineriresaesanieens £ (409 % (241.5)
Net cash (used in) provided by financing activities...........coooeeectivcncnscccincnneeee. 3 (33.7) ... 8 1865

i ‘ e .. g . . . .
Net cash provided by operating activities increased $21.7 million to $74.9 million for fiscal 2006 from
$£53.2 million for fiscal 2005. The increase in cash provided by operations was primarily due to the increases in net
income and, to a lesser extent, working capital, partially offset by the decreases in both non-cash interest expense
and deferred income taxes. The decrease in non-cash interest expense is primarily due to the elimination of the
$14.0 million charge for fiscal 2005 resulting from the redemption of the Senes A preferred stock. S '
Net cash used in investing activities decreased $200 6 million to $40 9 m1lllon for fiscal 2006 from =
$241.5 million for fiscal 2005, The decrease in cash used in investing activities was primarily due to lack of
acquisition activity for fiscal 2006 compared to the acquisition of Red Simpson for $193.9 million thatoccurred in
fiscal 2005 and, to a lesser extent, the increase in net proceeds from the sale of property and equlpmem
Net cash used in ﬁnancmg activities was $33 7 million for ﬁscal 2006 compared to net cash prov1ded by .
financing activities of $186.5 million for fiscal 2005. Net cash used in financing activities for fiscal 2006 primarily
reflected payments under our senior credit facility, partially offset by net proceeds from our initial public offering of
common stock. Net cash provided by financing activities primarily for fiscal 2005 reflected cash borrowings and the
proceeds of a stock placement to finance the Red Simpson acquisition and our December 2004 recapitalization.

.
-
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. Year Ended June 30, |

Changes in Cash Flows: 2005 Compared to 2004 s

O 2005 2004
- - ‘ ~ (in miliions} )
Net cash provuded by operatmg activities from commumg operations ................... % 5320 8 315
Net cash used in investing activities from continuing operations..............c.ccceceeu.c... $ (2419 $ “Ly
Net cash provided by financing activities from continuing operalions ......... e $ 18635 £ 100

Net cash provided by operating activities from continuing operallons increased $2l 7 million to $53.2 million
for fiscal 2005 from $31.5 million for fiscal 2004, The increase in cash provided by operations was primarily due to
the increases in depreciation, amortization and non-cash’ interest expense, partially offset by the decreases in net
income, The increase in depreciation and amortization is prlmarily related to plant and equipment and intangible
assets from the Red Simpson acquisition. The increase in non-cash interest expenseé is primarily due to the
$14.0 million charge resuitmg from the redemption of the Senes A preferred stock and the i increase in amortization
of deferred loan costs

Net cash used in investing activities from continuing operations in fiscal 2005 consisted primarily of
$193.9 million for the acquisition of Red Simpson and $50.0 million for capital expenditures. Net cash used in
investing activities in fiscal 2004 consisted primarily-of capltai expenditures of $35.7 million and an acquisition of
$7.0 million. Capital expenditures for both periods consnsted prlmarlly of purchases of vehic]es and equlpment used
to service our customers. "

1 e, S, AN o

Net cash provided by financing activities from continuing operations-in fiscal 2005 primatily reflected cash:
borrowings and the proceeds of a stock placement to finance the Red Simpson acquisition and our December 2004
recapitalization. In connection with the Red' Simpson acqulsmon we borrowed $300.0 million undér our Senior
credit facility. We funded the Red Simpson acquisition with $71.0 million from'a stock placement and - )
$122.9 miltion from borrowings under our senior credit facility. Of the remaining $177.1 million of borrowings, we
used $150.0 million to refinance then-existing indebtedness, $16.9 million to pre-fund the first payment under our
deferred compensation obligations and the balance to pay transaction fees and gxpenses. The Deceiber 2004 -
recapitalization was financed with a $150.0 million term loan issued under our senior credit facility, which was used
to repurchase $127.5 million in shares of common stock and options ($123.3 million of which was paid in cash to
the holders of common stock and $4.2 million of which was used to repurchase options) and to pay the redemption
price of our Series A preferred stock of $20.0 million. We incurred approximately $12.3 million in deferred loan
costs in 2005 in connection with obtaining this indebtedness. Net cash used in financing activities in fiscal 2004
reflects the borrowing of $13.0 million under the revolvmg pornon of our senior credlt facmty and a $3.0 million
repayment of debt : . . - e

St
>

Capital Expend:tures oo : S T
We routinely invest in vehlcles equipment and technologyl The timing and volume of such capital expenditures

in the future will be affected by the addition of new customers or expansion of existing customer relationships.
Capital expenditures were $50.3 million, $50.0 million’and-$35.7 million forfiscal 2006, 2005 and 2004,
respectively. Capital expenditures for all periods consisted primarily of purchases of vehicles and equipment used to
service our customners. As'of June 30, 2006, we had cutstanding commitments for capital expenditures of .
- $12.3 million. We expect capital expenditures to range from $40.0 million to $60.0 miilion for the year ended
June 30, 2007, ‘which could vary depending on the addition of new customers or increased work on existing
customer re]ationships We intend to fund those expenditures primarily from operating cash flow,

. . 1.

Semor Credit Factluy S

.

P
b

On July 1 2004, in connection'with our acqmsmon of Red Simpson, we ref'manced our senior credit facility. On
December 10, 2004 in connection with our December 2004 recapitalization, we amended our senior credit facility
to permit the recapitalization and obtain additional liquidity and operating flexibility. As of June 30, 2006, we had
$249.0 million of term loan and $4.5 million of revolver indebtedness outstanding under our senior credit facility.
As of June 30, 2006, our borrowing availability under the revolving portion of our senior credit facitity was

$£57.9 million (after giving effect to $27.6 million of outstanding standby letters of credit). The obligations under our
senior credit facility are unconditionally guaranteed by us and each of our existing and subsequently acquired or
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organized subsidiaries (other than Pike Electric, Inc,, which is the borrower under the facility) and secured on a first-
priority basis by security interests (subject to permmed liens) in substantlally all assets owned by us, Pike Electric,
Inc. and each of s our other domestic subsndlarles subject to limited'exceptions. © = - . h L 7T
B B . P S T

Our credit agreement contains a number of afﬁrrnatwe and restrictive covenants mcludmg limitations on
mergers, consolidations and dissolutions, sales of assets, investments and acquisitions, indebtedness and liens, and
dividends'and other.restricted payments! Underthe credit.agreement, we are permnted to incur maximum capital -
expenditures of $60.0 million in each of fiscal 2006 and 2007 and $70.0 million in any fiscal year thereafter, subject
to a one year carry-forward of 50% of the unused amount from the previous fiscal year. In addition, the credit
agreement provu:les that we are reqmred to meet the followmg fi nanc:lal covenants, which are tested quarterly:

* a minimum cash interest-coverage ratio, based upon ‘the:ratio of consolldated EBITDA to consolldated cash .

_ interest expense, of at least'3.50 to'1.00; and- . T ey T R A A i
: R A R :
« a maximum leverage ratio, based upon the ratio of consolldated funded debt to consolldated EBITDA of
4.50 to 1.00 through the quarter ending June 30, 2006, and declining ratios thereafter. e

We repaid approximately $37.0 million of term loans outstanding under our ‘senior credit facility during fiscal
2006 with cash provided. by operatlons and an addltmnal 5122, 0 mllhon from the proceeds from our initial pubhc
offering, which was completed in August 2005." Tt ooy : T Vo

s [ s - . ot . . . . . .
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PreferredStock ' P ,'j - . e

In January 2005, in- eonnectlon with the‘December 2004 recapltahzatton we redeemed all outstandmg shares of
Series A preferred stock for $20 per share for an aggregate ‘amiount of $20.0.million. , -, . e

Contractual Obhgatmns and Other-Commitments T
Tl T - S e . AN

As of June 30,-2006, our contractual obllgatlons and other commitments were as follows Pt N

! e o Pa!ment Obllgatmns bx Flscal Year Ended ‘June 30, | o
L " . Total . 2007 2008, , " 2009 | 2010, 2011 , Thereafter
- ' A L aa (m mllllOl’lS) e ‘ .
Long-term debt obligations(1)-..... $ 2490,.8...«— .8 -— .15 $ — % —. 8§ 2490
Capital lease obligations ..:i........... T T e — = e R
Revolving credit-facility(2) .......... o 45 T rTk4S == ot — o= L ~
Interest payment obllgatlons(3) 107.5 17.9 +17.9 17.9 -17.9 179 18.0
Operating lease obligations - 16.1 24 1.9 1.8 1.8 1.7 6.5
Purchase obllgatlon5(4) " 23 ' T.."'123 . SRR ul' = o — _ ' ' —
Deferred compensation(3) ............ 25 0 M08 63 54" — e
gL R | 4119 "$. 475 5. 261 § 251§ 197 $..196 $ 2735 .

. TE A O .- i ) PR ' : "% -
(1) lncludes only obhgatlons to pay prmelpal not mterest expense*
' . | T T T N R T o, . . ) .
{2) Includes only obligation to pay principal not interest expense related to the revolvmg portlon of our senior credlt
facility. Although we are contractuaily required to pay this amount by 2010, we expect to pay the balance in
fiscal 2007.

(3) Represents estimated interest payments to be made on our variable rate debt. All interest payments assume that
principal payments are made as originally scheduled. Interest rates utilized to determine interest payments for
variable rate debt are based upon our estimate of future interest rates.

(4) Consists of obligations to purchase vehicles and other machinery and equipment.

(5) For a description oi‘ the deferred compensation obligation, see Note 14 of the Notes to Consolidated Financial
Statements.
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Off-Balance Sheet Arrangements . .

Other than letters of credit issued under the $90 0 million revolvmg portlon of our senior credit facility and our

obligations under the surety and performance bonds described below, we do not have any other transactions,
obligations or relationships that could be considered material off-balance sheet arrangements. ‘

As of June 30, 2006, we had $27 6 million of standby letters of credit.issued under our senior credlt famllty
primarily for insurance and bonding purposes. . :

In the ordinary course of business, we occasionally are required by our customers to post surety or performance,
bonds in connection with services that we provide to them. These bonds have face amounts ranging from $25,000 to
$14.0 million. As of June 30, 2006, we have approximately $40.3 million in surety bonds outstanding. In addition,
we have provided collateral in the form of a letter of credit to sureties in the amount of $7.5 million, whlch s
included in the total letters of credit outstandmg above

Recent Accounting Pronouncements,. - .

In June 2005, the FASB issued SFAS No. 154, Accounting Changes and Eror.Corrections, a,replacement of
ABP Opinion No. 20, Accounting Changes, and FASB Statement No. 3, Reporting Accounting Changes in Interim
Financial Statements. SFAS No. 154 requires retrospective application to prior periods’ financial statements.for all
voluntary changes in accounting principle, unless impracticable. SFAS No. 154 is effective for accounting changes

. and corrections of errors made in fiscal years beginning after December 15, 2005, and we will adopt this provision’

during fiscal 2007. SFAS No. 154 will have no immediate impact on our consolidated financial statements, although

it will impact our presentation of future voluntary accounting changes, should such changes occur.

In March 2005, the FASB issued FIN No. 47 (“FIN 47™), Accounting for Conditional Asset Retirement

Obligations — an interpretation of FASB Statement No. 143, “Accounting for Asset Retirement Obligations” (“SFAS "

No. 143”). FIN 47 clarifies that the term conditional asset retirement obligation, as used in SFAS No. 143, refers to
a legal obligation to perform an asset retlremem activity in which the timing and (or) method of settlemem are
conditional on a future event that may or, may not be within the control of the entity. Accordingly, an entity is
required to recognize a liability for the fair value of a conditional asset retlrement obligation if the fair value of the
liability can be reasonably estimated. The lability for the conditional asset retirement obligation should be
recognized when incurred. This Interpretation also clarifies when an entity would have sufficient information to”
reasonably estimate the fair value of an asset retirement obligation. FIN 47 is effective for fiscal periods beginning -
after December 15, 2005, and we will adopt this provision during fiscal 2007. We do not currently expect FIN 47 to
have any impact on our consolidated financial statements. :

In July 2006, the FASB issued Financial Accountmg Standards Interpretation No. 48, Accoummg for
Uncertainty in Income Taxes (“FIN 487). FIN 48 clarifies the accounting for uncertainty in income taxes recogmzed
in an enterprise’s financial statements in accordance with FASB Statement No. 109, Accounting for Income Taxes.

*FIN 48 prescribes a recognition threshold and measurement attribute for the financial statement recognition and

measurement of a tax position taken or expected to be taken in a tax return. FIN 48 also provides guidance on de-
recognition, classification, interest and penalties, accounting in interim periods, disclosures and transition. FIN 48 is
effective for fiscal years beginning after December 15, 2006. We do not cun'ently expect FIN 48 to have any lmpact
on our financial reporting for at least the next several years, :
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ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

We are exposed to market risk primarily related to changes in interest rates on borrowings under our senior
credit facility. All of the outstanding debt under our senior credit facility is subject to floating interest rate risk. In
January 2005, we ‘entered into an interest rate swap agreement covering $50.0 million of our indebtedness and an
interest rate cap agreement covering $45.0 million of our indebtedness, each with a term of two years, to manage a
portion of our interest rate, nsk These derivative financial instruments are not entered into for trading or speculative
purposes. Even after givinig effect to these agreements, we are exposed to risks due to fluctuations in the market
value of these agreements and changes in interest rates with respect to the pomon of our semor credlt facility that is
not covered by these agreements . .

vr, b .

Based on our outstanding debt of $253 5 mllhon and $419 5 mlllaon at June 30, 2006 and!2005, respectively, a
hypothetical change in the interest rate of 100 basis points would have changed.annual cash interest expense by
approximately $1.8 million and $3.7 million, respectively. Actual changes in interest rates may differ matenal]y
from the hypothetical assumptions used in computing this exposure. ¢ - . .

We have a large fleet of vehicles and equlpment that primarily use diesel fuel and, as a resu]t have market risk
for changes in the prices of diesel fuel, If diesel prices rise, our gross profit and operating income would be
negatively affected due to additional costs that may not be fully recovered through increases in prices to customers.
Assuming that diese] fuel prices are not hedged, a $0.25 increase in the price per gallon of diesel fuel would increase
our annual cost of operations by approximately $2.2 million. Actual changes in cost of operations may differ
materially from that based on the hypothetical assumptions used in computing this exposure. On May 5, 2006, we
entered into swaps covering approximately 2.5 million gallons of our diesel requirements for the period from June
2006 through February 2008. These derivative financial instruments are not enteted into for trading or speculative
purposes.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Stockholders and Board of Directors - ‘ .
Pike Electric Corporation and Subsidiaries , - .

We have audited the accompanying consolidated balance sheets of Pike Electric Corporation, formerly Pike

Holdings, Inc., and subsidiaries as of June 30, 2006 and 2003, and the related consolidated statements of operations,
stockholders’ equity and cash flows for each of the three years in the period ending June 30, 2006. Our audits also
included the financial statement schedule listed in the index at Item 15(a}{(2). These financial statements and

schedule are the responsibility of the Company’s management. Qur responsibility is to express an optmon on these
financial statements and schedule based on our audits. - - et

- We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit 1o obtain reasonable assurance about -
whether the financial statements are free of material misstatement. We were not engaged to perform an audit of the
Company’s internal control over financial reporting. Our audit included consideration of internal control over ,
financial reporting as a basis for designing audit procedures that are appropriate in the circumstances, but not for the
purpose of expressing an opinion on the effectiveness of the Company’s internal control over financial reporting.
Accordingly, we express no such opinion. An audit also includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements, assessing-the accounting principles used and significant
estimates made by management, and evaluating the overall financial statement presentation. We believe that our
audits provide a reasonable basis for our opinion. :

In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated
financial position of Pike Electric Corporation and subsidiaries at June 30, 2006 and 2005, and the consolidated ' * .
results of their operations and their cash flows for each of the three years in the period ended June 30, 2006, in
conformity with U.S, generally accepted accounting principles. Also, in our opinion, the fi nancial statement -
schedule referred 10 above, when considered in relation to the basic financial siatements taken asa whole presems
fairly in-all material respects the information 'set forth therem )

As more fully descrlbed in Note 2 to the consolidated financial statements, the Company changed :ts method of
accountmg for stock-based compensation effective July 1, 2005, ’

L
.

/s/ ERNST & YOUNG LLP

August 30, 2006, except for Note 19, as'to which the date is September 6, 2006

. Greensboro, North Carolina

r * : . . - e
. . . . A . .
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PIKE ELECTRIC CORPORATION AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS ) ;
(in thousands, except par value amount) S
R R . ST ‘ o ~June 30, .
e . ‘ L L .. ' 2006 2005

N e . ‘ASSETS ) L T
Current assets: v . . o

' . Pt
Cash and cash €qUIVAIENLS........co..oeioriirrn et st sis g s s 53 391 $ 3,106
Accounts receivable, NeL...........i e JERO dirnesiaas s 66,629 ... 60,690
Work completed not billed, net 56,430 64,568
INVENLOTIES ..vvviryrremne i S PP UP e i 8,041 7,321
Prepaid expenses and other ... ' - - © 5928 ' 11,205
Deferred income taxes.. . _ 12,460 4,838
Total current assets....f...‘....'.......................‘ ............... . 152,879 151,728 ¢
Property and eqmpmem 111 SRR HORRI R PR ; 284,452 281,842
GOOAWIIL ...l st e e st e e ©94,402. ' 91,826
Other intangibles, NET ..o eicriiriiriieris et e T 49,978 - 55,128,
Deferred loan costs, net rerrieeeerterrnentnsassrnnennnrebesdonins 6,265 9,879 .
Other assets ............ vl b, s S OO SO SO PO OO SO TR S 1990 -. - 2052
Total assets . fonecnie, e O SOOI SRR OO PYOUTVTOON § 589966 5592455 .
: . . LI : I N T B

Current liabilities: e ‘ R

Accounts payable I .$ 9,706'

$ 19574

Accrued COMPENSAtON .......uceeererorennccannenness e _ " 24,954 24,586
Accrued expenses and other ..., ons r 5,243 9,257
Current portion ¢ of deferred compensanon eeepereeeen ‘ ' 10,614 12,202
Current portion of insurance and claim accruals. IRTRR 18,867 " 4,938
Current portion-of long—term QEDE oottt — 250
Revolving credit fACIIItY ... oo e 4,500 11,500
Total current llabllmes....‘. ......... e e i e 73,884 82,307 -
Long-term debt, net of current portion ...........coovruvirenn: e : e 249,000° 407,750
Insurance and claim accruals, net of current portion 13,439 13,484
Deferred compensation, net of current pomon .................................................................. 10,378 16,904
Deferred INCOME tAXES. .....coeerieenviiin i imnisieaiiasracns et beetesbessneeeestetenenararsrbaear e et e st enrns 72,333 71,467
Other Jiabilities..........oovveiimrrmisscnct sl e eeeeetet et ene e e re e eae 200 60
Commitments and contingencies
Stockholders’ equity: '
Common stock, par value $0.001 per share 100, 000 authorized shares 32 577 and : . _ .
21,484 shares issued and outstanding at June 30, 2006 and 2005, respectively............ 6,426 6,415
Additional paid-in €apital........cororireiii 135,869 105
Uneamed COMPENSALION ......vovrsverrmemeeeseiseriisimsssss s st bbb st s e — (879)
Retained earnings (accumutated deficit) ... 28.437 (5.158)
Total Stockholders’ EQUILY ..ot 170,732 483
Total liabilities and stockholders’ EQUILY........ccooiturvvrerserreeecerceremeereseesesssssssnsissnnnnee - 5 989,966 § 592,455

The accompanying notes are an integral part of these consolidated financial statements
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PIKE ELECTRIC CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS |

(in thousands, except per share amounts)

Years Ended June 30,

41

. 2006 2005 2004
ReVENUES......cocovveieieieeeeecee e S O SO § 727470 § 679,197 § 356,697
" Cost Of OPETALIONS .....evcveereertrcr et seeeeceneneneseeneseen SRS - 599,247 _ 585,354 300,313
Gross PrOfit ...t et e aeeennne © 128,223 .93,843 56,384
General and administrative EXPenses. ........o.c.ooccceeeereveuerererenenns renerenreres 45,228 47,867 18,812
Loss on sale of property and equipment ...........ccoceeiorrnmvrevrmerevsesnnenens 2,250 585 265
Income from OPErations ...........coviciiviiirerieniii s e 80,745 45,391 37,307
Other expense (income): \ '
. Interest eXpense......cccuveirvrereeveneenenes e e b T 24272 40,217 9,192
Other, NET ..o e e e SO ) _(220) {109) (9
Total other eXpense .........oowcuveeeeervnennss OO OO 24,052 40,108 9,173
Income before income taxes from continuing operations....................... 56,693 5,283 28,134
[ncome 1ax eXPEnse ..o 22324 8,469 11,276
Income (loss) from continuing operanons ...................... eereeen b ) 34,369 (3,180) 16,858
Loss from discontinued operations, net of taxes............. et —t e (330)
Net Income (1055) ... e 5 34,369 % (3,186) § 16,528
Basic income (loss) per share: .
Income (loss) from continuing operations .................... e $ ar8 (011 § 0.69
Loss from discontinued operations, net ...........cccoociniennnininniesiciceeinene — = (0.01)
Net INCOME (L085) oviiiiieiiicerireee ettt s e e § L1l & (i §$ 0.68
Weighted average basic common shares outstanding............cccoceeveinens 31,023 27,709 24, 437
Diluted income (loss) per share: : .
Income (loss) from continuing OPerations ..........ccceceevevcrecinievcniniinn,. . 1.07 % 0.1y § 0.69
Loss from discontinued operations, Nt ..........cccocoeveeivenienisiene s, : — — (0.01)
Net iNCOME (J0S5) ...vvvivireececererierireieese st Eere e racsassbvnesestesns e resensenen 3 .07 & (011 § 0.68
Weighted average diluted common shares omstandmg..........; ................ 32,252 27,709° 24,437
The accompanying notes are an integral part of these consolidated financial statements
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PIKE ELECTRIC CORPORATION AND SUBSIDIARIES. )

CONSOLIDATED STATEMENTS OF: CASH FLOWS T,
-(in thousands) ,

L S S LU ,'- oo .
Years Ended June 30,
2006 2005 2004
Cash flows from operating activities: e 3
. Income (loss) from continuing operations ..........ccccc.e. e $ 34369 $ "(3,186) $ 16,858
Adjustments to reconcile income (loss) from continuing operations to .
net cash provided by operating activities from continuing operations: . v R
DePreciation .........ovvvvveveenioisiiernninicsss s 32,432 32,604 | 19,457
AMOTtization ...l ‘ 5,150 5682 0 0 —
Non-cash intérest expense....... e Y 4962 0 021,787 0 0 922
Deferred INCOME tAXES .2 vververeeeeess oo e (5 571) © 5945 5,570
Unrealized (gain) loss on investments.............. 7. N Toooh e 510 (465)
Loss on sale of property and equipment...........co.veccccenloceccccrnovernnnn, 2 250 585 0 1 265
Equity compensation EXPENSE .......covevnorenrnreesmaeseeenercesemresrernensnsns 2,991 1,670 420
Changes in assets and liabilities arising from.continuing operations:' ...» ., ~ oA :

Accounts receivable and work completed not billed.........cococoveis 1,592 .- (18,091) . (26;438)
Inventories, prepaid expenses and other " ; £ - 5187 . - (6,059) . 2,132

Other assets...........eveviueuseeerereena. JUR s - .y 49 e f.‘ 671:..  .313
[nsurance and claim accruals e e 13 884, (3 201) o 1,401
Accounts payable and other;.. (13 574) - 14,590 5,075
Deferred COMPENSALION.....cc.errvreceserssesssessnsssassirererasssersimessanss e 8799 158 . —
Net cash provided by operating activities from contlnumg 7 T '
operatlons ............................. IR [ RT 714,’928 33,155 __ 31460
Cash flows from ‘investing activities from contmumg operatlons te e e
Purchases of property and equnpment..........................................; ....... (50 245) (49,988)°  -(35,678)
Business acquisitions, net of cash acquired.... LT -'(193,928) -(6,994) -
Proceeds from sale of property and equ1pmem ................................... o -9 369 He  r2307% . 901
Net cash used in mvesting activities from continuing operations...... (40,876) (241.519) (41.771)

Cash flows from financing activities from continuing operatlons
Principal payments on long-term debt
Proceeds from long-term debt.............. T ORRUPUPP
(Payments) borrowings on revolving credit facility, r net
Redemption of mandatonly redeemable preferred stock

-(159 000) - - (1.7_9,000)-- . (3,000)
.., 450,000, —
(7 000) . . (1,500) . . 13,000
— (20 000).. | —

Repurchase of common SOCK.........ccvevermesinreiviiensserrienee . — (123 284) —
Net proceeds from sale of common SEOCK covvevse e e - 128 865 » 72,571 —
Deferred 10an COSIS......ovvrrrrmimreeirineninersissssne S (656) (12, 254) —
Stock option tax benefit...........ocovveernicinenenee e 4,024 T
OhEr....oiiiiii e e — — (15)
Net cash (used in) provrded by ﬁnancmg act1v1t1es ﬁ'om contmumg ' ) o -
OPETAtIONS ...\l .ivreeerereesirereiessesssnsiesssssesesn sl : Y (33,761 186,533 ¢ 9.985
Net cash provided by discontinued operations ............ccoeeeevinnnccinnnn. e o= 1,626
Net increase (decrease) in cash and cash equivalents 285 (1,830 1,300
Cash and cash equivalents beginning of year ..-................. LR -+ 3.106 4937, .. 3637
Cash and cash equivalents end of year....................... eererrreneeaeeane s § 3391 $ 3106 § 4,937
- Tl

[y
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PIKE ELECTRIC CORPORATION AND SUBSIDIARIES

NOTES TO-CONSOLIDATED FINANCIAL STATEMENTS'
For the years ended June 30, 2006, 2005 and 2004
{(in thousands, except per share amounts)

1. Organization and Business
Organization '

The consolidated financial statements of Pike Electric Corporation and subsidiaries include the accounts of Pike
Holdings, Inc., which was merged with and into Pike Electric Corporation to effect the reincorporation as dlscussed
below (the “Company”) and its wholly-owned subsidiaries, Pike Electric, Inc. (“Pike Electric™), Pike Equipment,
and Supply Company and Red Simpson, LLC, formerly Red Slmpson Inc. (“Red Slmpson”) which was acqmred
on July 1, 2004 (Note 3).

On July 1, 2005, the Company reincorporated in Delaware by merging Pike Holdings, Inc., 2 North Caroima
corporation, with and into a newly-created wholly-owned subsidiary, Pike Electric Corporatlon which was formed
in Delaware for the sole purpose of effecting the reincorporation. Each share of Pike Holdings, Inc. common stock
was converted to 14.76 shares of Pike Electric Corporation common stock with a par value of $0.001 per share. Pike
Electric Corpordtion has 100,000 authorized shares. All common stock and per-share amounts for !l perlods
presented in the accompanying financial statements have been restated to reflect the effect of this conversmn asa
result of the reincorporation. ..

On August 1, 2005 the Compén;' completed its initial public offering (“IPO”) of 10,000 shares of common
stock, receiving approxlmately $121,950 in net proceeds after deducting underwriting discounts, commissions,
offering expenses and the fee for the termination of the management agreement with Goldberg Lmdsay & Co. LLC.
The Company’s common stock began trading on the New York Stock Exchange on July 27, 2005. All of the net .
proceeds were used to repay long-term debt. ) o,

E

'

Business

The Company is headquartered in Mount Airy, North Carolma and operates in one reportable segment as a

. provider of outsourced électric distribution and transmission services. The Company’s customers ifichide more than
150 electric utilities, codperatives and municipalities across a contiguous 19-state region that stretches from
Pennsylvania in the north to Florida in the southeast and to Texas in the southwest. The Company’s core services
consist of the maintenance, upgrade and extension of electric distribution and sub-500 kl]OVO]t {“kV™) transmission
power lines. Additionally, the Company provides storm restoration services and a variety of ancillary services. The
Company does not have any operations or assets outside the United States

The Company monitors revenues by two categories of services: powerline and storm. restoration. The Company
uses this breakdown because powerline services represent its ongoing service revenues, most of which are generated
by its customers’ recurring maintenance needs. Storm restoration revenues represent additional revenue
opportunities that depend on weather conditions.

The following table sets forth the Company’s revenues by;catégory‘of é;ervice for the periods indicated:

For the Year Ended June 30,

. T 2006 2005 : 2004
POWETlIne SErvICES ....oovvuerrirrrrrneerieeaanee $ 542,166 T45% $ 529,924 78.0% $ 313,705 879%
Storm restoration Services.......oovvereenne 185,304 _25.5 149,273 22.0 42,992 12.1
TOAL . ceeeveeeeeee e eesssesrsenannesmreaenneenan $ 727470 1000% $ 679,197 100.0% § 356,697 100.0%
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2. Significant Accounting Policies

Accounting Principles’ : L

- - v
h - ' : L]

The financial statements and accompanying notes are prepared in accordance’with United States generally -
accepted accounting principles.

Principles of Consohdatmn
a . }

L i . :
4 ! [ '

The consolldated ﬁnancnal statements include the accounts of the Company and its wholly owned subsrdlanes L

All intercompany amounts and transactions have been elimjnated in consolidation.

Use of Estimates

. - 'a \ i T Con IS

The preparation of financial statements requires management to make estimates and assumptions that affect the .,

reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the-date of the financial
statements and the reported amounts of revenues andexpenses during the reporting period. Significant.items subject
to such estimates and assumptions include the allowance for doubtful accounts; future cash flows associated with':
long-lived assets; useful lives for depreciation; workers compensation and employee benefit liabilities; .income .
taxes; and fair value of financial instruments. Due to the sub}ectlve nature of these estimates, actual results could
differ from those estimates. : . I

LI ey . Ly s N '

Cash and Cash Equivalents

PR PR R R SERR T B
T'he Company considers all hlghly-hquld mvestments with'an orlgmal maturlty of three months or less al the -
date of purchase to be cash equivalents.. . ST Ty, : T

Revenue Recognition

i r .‘ . . .
Revenues from service arrangements are recogmzed when services are performed. The Company generates ro
substantially all of its revenues from- service arrangements based on a price per hour worked or a price per unit of- ..
service. Revenue on hourly-based services is determined based on actual labor and equipment time completed and . ,
for materials billed to customers. Revenue on unit-based services is recognized as the units are completed, and the
price for each unit is determined under the service arrangement. For unit-based services any estimated loss is .
recognized when the actual costs to complete each unit exceed original estimates. Costs typically include all direct
labor and material costs and those indirect costs related to performance, such as indirect labor, supplies, tools,
repairs and depreciation costs. The Company |mmed1ately recognizes the full amount of any estimated loss on thesé
projects if estimated costs to complete the remaining units for the project exceed the revenue to be received from

such units. As of each of the periods presented, the Company did not have a material amount,of loss accruals. =«

oy - . . . . LR

the period performed but not billed until a subsequent period and work performed on certain unit-based service .
arrangements and not yet billed to customerssin accordance with specific contract terms regarding the timing of .
billing. In some instances, a portion of the total revenues bllled under lhe customer arrangement are held.by ther .
customer as a.“retainage” untll the job is complete -
1 1, . .

' AIIowance for Doub{ful Accounts e P

. The Company provides an allowance for doubtful accounts that represents an esttmate of uncollectnble accounts-
receivable. The determination of the allowance.includes-certain judgments and estimates including the cusiomers’
willingness or ability to pay and the ongoing relationship with the customer. In certain instances, primarily relating
1o storm restoration work and other high volume billing situations, billed amounts may differ from ultimately
collected amounts. The Company incorporates.its historical experience with its customers into the estimation of the,
allowance for doubtful accounts. These amounts are continuously monitored as additional information is obtained. °

' - LT -
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Accounts receivable are due from customers located within the United States. Any material change in the
Company’s customers’ business or cash flows would affect its ability to collect amounts due.

Accounts receivable, net and work completed not billed, net include allowances for doubtful accounts of §2,432
and $236 at June 30, 2006 and 2005, respectively. The Company recorded bad debt expense of $1,360, $175 and $0
for fiscal 2006, 2005 and 2004, respectively.

Inventories -

Inventories consist of machine parts, supplies, small tools and other materials used in the ordmary course of
business and are stated at the lower of average cost or market.

Property and Equipment
The Company capitalizes property and equipment as permitted or required by applicable accounting standards,
including replacements and improvements when costs incurred for those purposes extend the useful life of the asset.
The Company charges maintenance and repairs to expense as incurred. Depreciation on capital assets is computed
using the straight-line method and ranges from 3 to 39 years. The Company’s management makes assumptions
regardmg future conditions in determining estimated useful lives and potential salvage values. These assumptions
impact the amount of depreciation expense recognized in the period and any gain or loss once the asset is disposed.

The Company reviews its long-lived assets for impairment when events or changes in business conditions
indicate the carrying value of the asset may not be recoverable, as required by SFAS No. 144, Accounting for the
Impairment or Disposal of Long-Lived Assets. Impairment of assets classified as “held and used” is evaluated when
the sum of the undiscounted estimated future cash flows expected is less than the carrying value of the assets. If such
measurement indicates a-possible impairment, thé estimated fair value of the asset is compared to the net book value
to measure the impairment charge, if any. When the criteria for classifying assets as “held for sale” has been met, the
assets are recorded at the lower of carrying value or fair value, less selling costs.

The Company classifies certain property and equipment, primarily vehicles, intended to be sold within a twelve-
month period as assets held for sale. In accordance with SFAS No. 144, Accounting for the Impairment or Disposal
of Long-Lived Assets, the Company recorded an impairment charge of $744, included in loss on sale of property and
equipment, for the year ended June 30, 2006, representing the amount by which the carrying value of the assets
exceeded fair value less estimated cost to sell. The Company recorded no impairment charges for the years ended
June 30 2005 and 2004, respectively. At June 30, 2006, the carrying value of the Company’s assets held for sale was
$630 and is included in prepaid.expenses and other.

Valuation of Goodwill and Intangible Assets

As a result of the Company’s acquisition of Red Simpson, the Company acquired certain identifiable intangible
assets including customer arrangements, customer relationships and non-compete agreements totaling $60,810,
which are being amortized over their estimated useful lives up to 30 years (Note 3). In accordance with
SFAS No. 141, Business Combinations, the Company identifies and values, separate from goodwill, intangible
assets, such as customer arrangements, customer relationships, and non-compete agreements, that arise from
contractual or other legal rights or that are capable of being separated or divided from the acquired entity and sold,
transferred, licensed, rented, or exchanged. The fair value of identified intangible assets is based upon an estimate of
the future economic benefits expected to result from ownership, which represents the amount at which it could be
bought or sold in a current transaction between willing parties, that is, other than in a forced or liquidation sale. For
customers with whom the Company has an existing relationship prier to the date of the transaction, the Company
utilizes assumptions that a marketplace participant would consider to-estimate the fair value of customer
relationships that an acquired entity had with pre-existing customers of the Company in accordance with EITF 02-
17, Recognition of Customer Relationship Intangible Assets Acquired in a Business Combination. '

In accordance with SFAS No. 142, Goodwill and Other Intangible Assets; the Company tests goodwill and

indefinite lived intangible assets for impairment at least annually, or more frequently if events'or circumstances exist
which indicate impairment may exist. Examples of such events or circumstances may include a significant change in
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business climate, a loss of significant customers or the other parties to non-compete agreements breaching their
obligations thereunder, among others. The Company generally completes its annual analysis of the reporting unit on
the first day of its fourth fiscal quarter. A two-step fair value-based test is applied to assess goodwill for impairment.
The first step compares the fair value of a reporting unit to its carrying amount, including goodwill. If the carrying . + =
amount of the reporting unit exceeds its fair value, the second step is then performed. The second step compares the
carrying amount of the reporting unit’s goodwili to the fair value of the goodwill. If the fair value of the goodwill is
less than the carrying amount, an impairment loss would be recorded in income from operations. Intangible assets -
with definite lives are amortized over their estimated useful lives and are also reviewed for impairment if events or
changes in circumstances indicate that their carrying amount may not be realizable,

The Company makes certain estimates and assumptions in order to determine the fair value of net assets and
liabilities, including, among other things, an assessment of market conditions; projected cash.flows, cost of capital
and growth rates, which could significantly impact the reported value of goodwill and other intangible assets.
Estimating future cash flows requires significant judgment and the projections may vary from cash flows eventually
realized. When necessary, the Company utilizes third-party specialists in the preparation of valuations, The
valuations employ a combination of present value techniques to measure fair value, corroborated by comparisons to
estimated market multlples These valuations'are based on a discount rate determined by management to be
consistent wnh mdustry dlscount rates and the risks inherent in thelr currem busmess model.

.t

Insurance and Claim Accruals

The Company is subject to workers’ compensation, vehicle and general liability, and health insurance claims.
To mitigate a portion of these risks, the Company maintains insurance for individual workers’ compensation, vehicle
and general liability claims exceeding $1,000, and health insurance claims of $300 per pérson on an annual basis.
The amount of loss reserves and loss adjustment expense is detérmined using an actuary, who evaluates open,.claims
and estimates the ongoing development exposure. The most S|gn1ﬁcam assumptions used in the loss reserve process
is the trend in loss costs, the expected consistency in the frequency and severity of claims.incurred but not yet
reported to prier year claims, changes in the timing of the reporting of losses from the loss date to the notification
date, and expected costs to settle unpaid.claims. Management also monitors the reasonableness of the judgments
made in the prior year’s estimation process and adjusts current year assumptions based on the hindsight analysis.

For the years ended June 30, 2006, 2005 and 2004, respectively, insurance and claims expense included in cost
of operatlons was $58,088, $51 587 and $29,718.

‘Stock-Based Campensatmn . i '

Effective July 1, 2005, the Company adopted SFAS No. 123 (revised 2004) (“SFAS No. 123R™), Share-Based
Payment, which was issued by the FASB in December 2004, SFAS No. 123R revises SFAS No. 123, 4ccounting for
Stock Based Compensation, and supersedes APB Opinion Neo. 25 (“APB No. 25"), Accounting for Stock Issued to
Employees, and its related interpretations. SFAS No. 123R requires recognition of the cost of employee services:
received in exchange for an award of equity instruments in the financial statements over the. period the employee is
required to perform the services in exchange for the award (presumptively the vesting period). SFAS No. 123R aiso
- requires measurement of the cost of employee services received in exchange for an award based on.the grant-date
fair value of the award. SFAS No..123R also amends SFAS No. 95, Statement of Cash Flows, to require that excess
tax benefits be reported as-financing cash mﬂows rather than as a reduction of taxes paid, Wthh is included within -
operating cash flows. . . A

The Company adopted SFAS No. 123R using the modified prospective application as permitted under SFAS
No. 123R. Accordingly, prior period amounts have not been restated. Under this application, the Company is
required to record compensation expense for all awards granted after the date of adoption and for the unvested
portion of previously granted awards that remain outstanding at the date of adoptlon B

Prior to the adoption of SFAS No. l23R the Company used the intrinsic value method as prescribed by APB

No. 25.and thus recognized no compensation expense for options granted with exercise prices equal to the falr
market value of the Company’s common stock on the date of grant. - N . T
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The fair value of each option award is estimated on the date of grant using the Black-Scholes option pricing

model. The risk-free interest rate is based on the U.S. Treasury rate for the expected life at the time of grant.

Volatility is based on the average long-term implied volatilities of peer companies as the Company has limited L.

trading history beginning July 27, 2005 to present. The expected life is based on an approximate average of the ten-

year term of.the options and the five-year weighted-average graded vesting period, and forfeitures are estimated at -
. 5% based on certain historical data as the Company has limited history. The following table illustrates the .

assumptions for the Black-Scholes model used in detenmining the fair value of options granted to employees for

fiscal 2006 and 2003, respectively. .

Years ended June 30,

' . : . . : M - . m
Dividend yield .....cccovrivrrrnnncieee — —
Risk-free interest rate.........cccocrveveescvercrcrcomcccnn. 4.06% - 5.05% 3.75%
Volatility ... 0.29 0.45

"Expected life.......ovinnininiiinienisienrneeee. 6.5 years 6.0 years

For purposes of disclosures pursuant to SFAS No. 123 for awards granted pnor to the Company becoming a
public company, the estimated fair value of the options is amortized to expense over the options’ vesting period
using the straight-line method. The following table illustrates the effect on net (loss) income if the Company had
applied the fair value recognition provisions of SFAS No. 123 with respect to fiscal 2005 and 2004, respectively.

Years Ended June 30,

2005 2004

Net (loss) income, as rePorted.........cccocccir et $ (3,186) § 16,528
Add: Stock-based employee compensanon expense included in reported ' ’

net (loss) income, net of related income tax effects...........cin 2,985 - - 420
Less: Stock-based employee compensation' expense determined under ‘ -

fair value based method of all awards, net of related income tax effects... (1.880) (1,010)
Pro forma net {loss) iMCOME .....couuvvreveeee e e £ _(2,081) o
Net {Joss) income — basic and diluted, as reported............cooovvvvvennniion - S (G011} 8 0,68 L
Net (loss) income — basic and diluted, pro forma ..ot 5 (008) § 065 .

Earnings Per Share - Lo : . w

Basic earnings per common share is computed by dividing net income (loss) by the weighted-average number
of common shares outstanding during the period. Diluted earnings per common share is computed by dividing net
income by the weighted-average number of common shares outstanding during the period and potentially dilutive
common stock equivalents. Potential common stock equivalents that may be issued by the Company relate to both’
outstanding stock options and restricted stock awards and are determined using the treasury stock method.

Deferred Loan Casts : '

Deferred loan costs are being amortized over the term of the related debt using the effectwe interest method.
Accumulated amortization amounted to approximately $6,628 and $2,358 at June 30, 2006 and 2005, respectively. .
Amortization expense was $4,270, $7,940 and $1,965 for the years ended June 30, 2006, 2005 and 2004,
respectwely Approximately $3,211 and $6,659 of the amortization expense for fiscal 2006 and 2005, respectively,
is related to unamortized loan costs written off due to term loan prepaymems related to the Company’s current and
| prior credn agreements (Note 7).

i Income Taxes S ‘ : i T
I3 ! i . Tt
The liability method is used in accounting for income taxes as required by SFAS No.: 109, Accoummg for,
Income Taxes. Under this method, deferred tax assets and liabilities are recognized for operating income and tax
credit carryforwards and for the future tax consequences attributable to the differences between the financial
statement carrying amounts of existing assets and liabilities and their respective tax bases, Deferred tax assets and-
liabilities are measured using enacted tax rates expected to apply to taxable income in the years in which those -




temporary differences are expected to be recovered or settled. The effect on deferred tax assets and liabilities of a
change in tax rates is recognized in the results of operations in the period thatiricludes the enactment date. -+

Recent Accounting Pronouncements

In June 2005, the FASB 1ssued SFAS No. 154, Accounting Changes and Error Co:-rectmns a replacement of
ABP Opinion No. 20, Accountmg Changes and FASB Statement No." 3, Reporting Accauntmg Changes in Interim
Financial Statemenis. SFAS No. 154'requires retrospective application to prior periods” financial statements for all
voluntary changes in accountmg principle; unless impracticable. SFAS No. 154 is effective for accounting changes
and corrections of errors made in fiscal years beginning after December 15, 2005 and the Company will adopt this
provision during fiscal 2007. SFAS No. 154 will have no immediate impact on the Company § consolidated
financial statements, aithough it will impact its presentation of future vo]untary accounting changes should such
changes occur. . .J

In March 2005, the FASB issued FIN No. 47, Abcounting Jor Conditional Asset Retirement Qbligations ~ an
interpretation of FASB Statement No. 143, “Accounting for Asset Retirement Obligations” (“SFAS No. 143”) (“FIN
47"). FIN 47 clarifies that the term conditional asset retirement obligation, as used in SFAS No. 143, refersto a
legal obligation to perform an asset retirement activity in which the timing and (or) method of settlement are
conditional on a future event that may or may.not be within the control of the entity. Accordingly, an entity is
required to recognize a liability for the fair value of a conditional asset retirement obligation if the fair value of the
liabitity can be reasonably estimated. The liability for the conditional asset retirement obligation should be
recognized when incurred. This Interpretation also clarifies when an entity would have sufficient information to
reasonably estimate the fair value of an asset retirement obligation. FIN 47 is effective for fiscal periods beginning

" after December 15, 2005, and the Company will adopt this provision during fiscal 2007. The Company does not

currently expect FIN 47 to have any impact on its consolidated financial statements.

In July 2006, the FASB issued Financial Accounting Standards Interpretation No: 48, Accounting for - :
Uncertainty in Income Taxes (“FIN 48”). FIN 48 clarifies the accounting for uncertainty in income taxes recognized
in an enterprise’s financial statements in accordance with FASB Statement No. 109, Accounting for Tncomé Taxes. - -
FIN 48 prescribes a recognition threshold and measurement attribute for the financial statement recognition and
measurement of a tax position taken or expected to be taken in a tax return..'FIN 48 also provides ghidance on de-
recognition, classification, interest and penalties, accounting in interim periods, disclosures and transition. FIN 48 is -
effective for fiscal years beginning after December'15, 2006. The Company does not currently expect F]N 48to
have any 51gn1ﬁcant impact on its financial reportmg for at least the néxt several years s _ -

+ M v

3, Acquisitions- oo e _ r o
' ! oL e ' Y ' . v . o

On July 1, 2004, the Company acquired all of the outstandmg stock of Red Slmpson an electric transmission
and distribution services provider headquartered in Alexandrta, Louisiana prior to the acquisition. Red Simpson’s
service territory was contiguous with the Company’s. The acquisltlon diversified the Company’s customer base by
providing several new customers. The total cash purchase price was approx1mately $193,928; net of cash acquired of
approximately $2,173. The acquisition was financed through the issuance of approximately $71,000 in new common
equity to certain of our existing stockholders and approximately $122,928 of new’ indebtedness under the
Company’s secured bank credit agreement, which was refinanced in connection with the transaction (Note 7). The
acquisition was accountedfor as a plilfchas'e in accordance with SFAS No. 141, Businéss Combinations. © - :

L. * . . . . Kl : P ! i B
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The final purchase price has been allocated to the fair value of assets acquired and liabilities assumed as
foliows:

ACCOUNTS TECRIVABIE ... vvvevveoeeeeseeseeesesssssesesesseeeeerassessessereserseesnes $ 35042

Work ¢ompleted not billed ... wprrebreneeer i taraseanine 7,027
Other CUITENt ASSELS ........ooufoiiiini ittt e 18,569
Property, plant & equipment..........covvniinnnnin, SRR, . 76,048
GOOAWIL ... veeviise ettt bbb 91,399
Identified mtanglble assets . 60,810
Other non-current assets .. . 1,383
" Accounts payable and accrued expenses (18,368)
[nsurance payable ... e (14,121)
Deferred compensatlon ............................................................... (28,948)
Deferred INCOME TAXES ....vceceereeieneeierenreeereereseerererssesseneeresessesenes {34.913)

Total net assets acquired......ccccconnmininreriisissseinssniennnn, $ 193,928

Unaudited Pro Forma Financial Information

€ . r

The following table provides unaudited pro forma consolidated statement of operations data for-the period from
July 1, 2003 to June 30, 2004 as if the acquisition of Red Simpson had occurred as of July 1, 2003:

) : Unaudited Pro

: ‘ . Forma for the
) Year Ended
; . : Jurie 30, 2004 -
REVETIUES .1+ 1+ eeeeteeeeeesesesesisiesesststssesssemsessessassessasbabababsbaababasaba st st aasscb bbb sbb st et st s ssesnserrtnbtes S $ 552,495
Income from CONtINUING OPETALIONS .......bririe e ek e e e, 22,067
Weighted average basic and diluted common shares outstandmg v 35,644
Basic and diluted net income from continuing operations per share ..., . 0.62

The: historical resuits of operations for the year ended June 30, 2004 have been adjusted to reflect the pro forma
effects of the acquisition. The principal adjustments include (1) the effects on amortization expense (included in cost
of operations and general and administrative expenses) resulting from establishing identified intangible assets and
corresponding amortization; (2) the effect of depreciation expense as a result of a change in value of assets, useful
lives and salvage values; (3) deferred compensation charges related to.the acquisition; (4) additional interest expense
related to additional debt used to finance the acquisition; and (5) the additional common shares issued to finance the
acquisition. The above pro forma information is not necessarily indicative of the results of operations that would
have occurred had the July 1, 2004 acquisition been made as of July 1, 2003, or of results that may occur in the
future. - ..

4. Change in Capital Structure, Recép}taliiation and Initial Public Offerin;g, . e o

In December 2004, the Company underwerit a recapitalization (the “2004 Recapitalization”) whereby it .
borrowed a new $150,000 term loan under its existing credit facility, $20,000 of which was used to redeem all of.the
outstanding shares of its mandatorily redeemable preferred stock (“Preferred Stock™) in January 2005, $123,300 of
which was used to repurchase 14,758 shares of its common stock and $4,200 of which was used to repurchase
options to purchase 1,186 shares of common stock. The repurchased stock options were from members of
management and the Company incurred compensation expense of approximately $4,200 during the year ended
June 30, 2005. In addition, the Company incurred a charge of approximately $14,000 in the year ended June 30,
2005 related to the redemption of the Preferred Stock, which is included in interest expense. The Comipany
negotiated the redémption value of the Preferred Stock with the preferred stockholders in an arms’ length
transaction. This transaction allowed the Company to simplify its capital structure and eliminate the effect on future
earnings from annual adjustments to the redemption value of the preferred stock. The Preferred Stock agreement
provided for increases in the redemption value based on the future performance of the Company plus a 7%
accretion. The original valuation of the Preferred Stock was $17,500, as determined by the Company. Based on that
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original valuation and the potential negative impact on net income due to annual adjustments to the redemption
value, the Company determined that the $20,000 negotiated redemption value was fair and reasonable.

On July 1, 2005, the Company reincorporated in Delaware by merging Pike Holdings, Inc., a North Carolina
corporation, with and into a newly-created wholly-owned subsidiary, Pike Electric Corporation, which was formed
in Delaware for the sole purpose of effecting the reincorporation. Each share of Pike Holdings, Inc. common stock
was converted into 14.76 shares of Pike Electric Corporation common stock with a par value of $0.001 per share.
Pike Electric Corporation has 100,000 authorized shares. All common stock and per share amounts for all periods
presented in the accompanying condensed consolidated t'manc:al statements have been restated to reflect the effect
of this conversion as a result of the reincorporation.

On August 1, 2005, the Company comptleted its IPO of 10,000 shares of common stock, receiving
approximately $121,950 in net proceeds after deducting underwriting discounts, commissions, offering expenses and
the fee for the termination of the management agreement with Lindsay Goldberg & Bessemer. The Company’s
common stock began trading on the New York Stock Exchange on July 27, 2005. All of the net proceeds were used
to repay long-term debt. The Company incurred a charge of $2, 448 related to the prepayment of long-term debt
which is included in interest expense.

5. Property and Equipment

Property and equipment is comprised of the following:

Estimated
Useful
Lives in _June 30,
) Years 2006 2005

LANG. . cieteeirmnrriciaeeaersrsnstreresrssssinissesssssesssssesssssesasssenns — $ 3,123 §$ 3,123
BUtldings ..coooeviieiieecce e 15-39 26,671 26,143
VERICIES .ttt et 5-12 298,107 291,967
Machinery and equipment ............cccocvcvevorercnreeeeeene. 3-19 104,160 95,865
Office equipment and furniture ..o, 3-7 . 6.736 5,621
Total ol e _ 438,797 422,719
Less: accumulated depreciation...........oooceeeiineiiniaiians, v 154,345 140,877
Property and equipment, net................ reener et n s § 284452 § 281,842

_ Depreciation expense for the years ended June 30 2006, 2005 and 2004 was $32 432, $32,604 and $19, 457,
respecnvely !

Expenses for maintenance and repairs of property and equipment amounted to $41,504; $42 718 and $26,407,
for the years ended June 30, 2006, 2005 and 2004, respectively.

6. Good_will and Intangible Assets

Goodwill and intangible assets are comprised of: :

June 30, 2006 : June 30, 2005
Gross Gross ) ‘
Carrying  Accumulated " Carrying'  Accemulated :

. 1 Amount Amortization Net Amount Amortization Net
Goodwill ... 394,402 § =008 94402 S 91826 § - 59186
Intangible assets: o _ ,

Customer relationships....... . 43,220 (1,617 " 41,603 . 43,220 (582) 42 638
Customer arrangements ..... 6,990. . (6,592) 398 - 6,990 - (3,922) 3,068
Non-compete agreements... 10.600 (2.623) 7.977 10,600 (1,178) 9.422
Intangible assets, net.............. $ 60,810 $ (10,832) $ 49978 § 60810 3 (5,682) $__ 55,128
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Customer relationships have estimated lives of 30 years, customer arrangements have estimated lives of 3 years
and non-compete agreements have estimated lives up to 9 years. Amortization expense related to intangible assets
for the years ended June 30, 2006, 2005 and 2004 was $3, ISO $5 682 and $0, respectively.

[ v Tk .

Estlmated furure amortization expense related to mtanglble assets is as follows

it . '

Year Ended June 30, . S N Amount

2007 v ieeree v e B s esessennsnsieens B - 3,938 '
B0 oo et s s 4,052

2009 oo ee e et e e e aar————tst et bt s e e b aa e e s 4,019

DOT0 eroreeoeeeeseesseees s s ee e se e eeeeaessesesssesesenmresssesessreseseeen 3,932

DOTL cooreesveo e eemeeeresssees e eeeeseeesees e esese s eneene 4259

Thereafter W 29778 °

TOtAL..oorecee e e $£49978

See Note 19, “Subsequent Event”, pertaining to the settlement of litigation and its related effects.
7. Debt

Debt consists of the following:

June 30,
' 2006 2005
Revolving credit facility................ eererereeent e seeons e $ 4500 $ 11,500
Long-term debt: .
$300 million term loan.......... b $ 158,676 % 260,000
$150 million term loan.......... PP 90,324 148.000
' 249,000 408,000
Less: current portion ... redleeenn e — 250 .
Long-term debt...t ........................................................ $ 249,000 § 407,750

On July 1, 2004, the Company obtained a secured bank credit agreement (“Credit Agreement "} in connection
with its acquisition of Red Simpson discussed in Note 3. The Credit Agreement initially, consisted of, (with the
associated interest rate margins being those currently in effect): (i) a $300,000 term loan due July 1, 2012 bearmg
interest at a variable rate based on the Company’s leverage ratio at either (a) LIBOR plus a margin ranging from
1.50% to 1.75% or {b) the Alternate Base Rate, defined as the greater of the Prime Rate or the Federal Funds.
Effective Rate plus 0.50%, plus a margin ranging from 0.50% te 0.75% (6.7% at June 30, 2006), with interest
payable monthly and principal payable quarterly beginning on September 30, 2004; and (ii) a $70,000 revolving
facility that matures July 1, 2010 and bears interest at a variable rate based on the Company’s leverage ratio at either
(2) LIBOR plus a margin ranging from 1.50% to 2. 00% or (b) the Altemate Base Rate, defined as the greater of the
Prime Rate or the Federal Funds Effective Rate ptus 0.50%, plus a margin ranging from 0.50% to 1.00% (6.7% at
June 30, 2006), with interest on the outstanding balance payable monthly. The proceeds of the term loan were used
to pay the acqulsmon consideration discussed in Note 3, to retire $137,000 of the outstanding amounts under the
Company’s prior credit agreement, to pay loan issuance costs of approximately $10,200 and acquisition transaction
fees and expenses of approximately $4,200 and to provide the Company with working capital for operations. In
connection with the Credit Agreement, the Company wrote off the remaining unamortized portion of deferred loan
costs related 1o the Company’s prior credit agreement totaling approximately $5,583, which has been recorded in the
Company’s statement of operations for the year ended June 30, 2005 in interest expense.

On December 10, 2004, the Credit Agreement was amended to permit the 2004 Recapitalization (see Note 4) to
obtain additional liquidity and increase the total facility to $520,000. In addition to the original $300,000 term loan
and $70,000 revolving credit facility, the Company obtained a new $150,000 term loan due December 10, 2012,
which bears interest according to the terms of the $300,000 term loan. No substantive terms for the original
$300,000 term loan and $70,000 revolving credit facility were modified pursuant to this amendment,

On August 1, 2005, the Company used approximately $121,950 in net proceeds from its IPO to repay a portion
of the term loans under the 2004 Credit Agreement. In connection with this repayment, the Company proportionally
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‘reduced the amount recorded as deferred loan costs by $2 448, which was:recorded as an increase to interest
expense o PR R I T A . . . o i - ' s e, AU K3

LI 1 HEN * Ly i ! ""J, o0 t'b_,.':".,

On December 12 2003, the 2004 Credlt Agreement was, funher amended to increase availability under the ,
revolving credit facility from $70,000 to $90,000 and reduce borrowing costs by 50 basis points on both theterm
and revolving credit portions of the agreement. Additionally, the amendment modified certain financial covenants
and allowed the Company to make cash dividends to shareholders upon achieving certain defined leverage.ratios. -
On February 28, 2006, the leverage ratio was removed as a restriction on the Company’s ability to make dividend
payments.. “The borrowing availability. under the revolving credit facility was $57;920 as of June 30,.2006 (after .
giving effect to the outstanding balance of $4,500 and the outstandmg'standby letters of credlt of approxrmately

$27,580). Y . . R

. . . . -
Ve P . LN ] o T ooae [ o ’, - "

. 7
The Credit Agreernent is secured by substantially.all ofithe assets of the Company and contains a number of
affirmative and restrictive covenants including limitations on mergers, consolidations and dissolutions; sales of -,
assets; investments and acquisitions; indebtedness and liens; restricted payments; and a requirement to maintain
certain financial ratios. Pursuant toithe terms of the Credit Agreement, the Company may-prepay any loans under the
agreement in whole or in part without penalty. The Company has made payments on the term loan in an aggregate
amount of $159;000 and $42 000 in fiscal 2006 and:2005, respectively. . = « ‘o C e s
T N LR T L P : = e,
Aggregate:maturities of long-term debt for the five years ended June 30 and thereaf’ter are as follows:. i
et A S I S

.ALUM cow

v c £

2007 e s —
2008 oo s —
2009, — -
2010 e —_
2001 e Treen e rn s aenaaaen : N — -
THETEAMLET. ... oeoeeeeeeeeeeeeeeeeeeeeeeseerere s $ 249 000

A T f_l“t_)tal ................................................. e ¥ 249,000

t .. . .

In January 2065, the Compan'; entered into an interest rate swap agreement with a notional amount of $50,000
for a term of two years to hedge against interest rate fluctuations. Under the terms of the swap, the Company makes
quarterly fixed rate payments to the ‘counterparty at rates ranging from 2.59% t0.3.76% and in return receives "
payments at the three-month LIBOR, The Company is exposed to credit loss in the event of nonperformance by the
counterparty tothe swap agreement; however, the Company does not anticipate nonperformance..In additién, in. *
January 2005, the Company entered into an interest rate cap agreement with a notional amount of $45,000. Under .

the interest rate cap agreement, the Company receives quarterly payments based upon the excess of the three-month

LIBOR over the cap rate of 5.0%. In accordance with the provisions of SFAS No. 133, Accounting for Derivatives
and HedgrngA'cnvmes these agreements do not meet the criteria to qualify for hedge accounting and were marked
to market and were included in other assets on the balance sheet at fair value in the amount of $345 and $259 at
June 30, 2006 and 2005 respectlvely

For the years ended June 30, 2006, 2005 and 2004, respectively, the Company recognized gairis on the change
in fair value of the denvatwes of $86, $361 and $1,424 which was 1ncluded as an offset to 1nterest expense in the
consohdated statements of operations.’ ' .

Cash pa:d for mterest expense totaled $19,640, $17,451 and $8,882 for the years ended June 30 2006 2005 and
2004, respectively. lnterest costs capitalized for the year ended June 30, 2006 were $188. No mterest was
capitalized during the fiscal years ended June 30, 2005 and 2004, respectively.

ek

8. MandatonlyRedeemablePreferredStock - . . . . ‘, ' ; - ",..‘

.

antrg i

The Company’s Preferred Stock cons:sted of Series A preferred stock issued in April 2002. At June 30 2004
1,000 shares, no par value, were authorized, issued and outstanding. The holders of shares of the Preferred Stock
were not entitled to receive dividends. Holders of the Preferred Stock did not have put rights and the Preferred Stock
was not callable at the option of the Company prior to the stated redemption date except upon certain limited events.
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The Preferred Stock was mandatorily convertible upon an initial public offering at the liquidation value at the date
of the offering. The shares of the Preferred Stock, in accordance with the terms of the preferred stock agreement,
were mandatorily redeemable on April 18, 2022, the twentieth anniversary of their date of issue. The Preferred
Stock was issued with a base value of $45 per share and was initially recorded at a fair value of $17 500, as
determined by the company. -

Effective July 1, 2003, the Company adopted SFAS No. 150, Accounting for Certain Financial Instruments
with Characteristics of Both Liabilities and Equity. Issued by the FASB in May 2003, SFAS No: 150 requires
issuers to classify as liabilities (or assets in some circumstances) three classes of freestanding financial instruments .
that embody obligations of the issuer. Upon the adoption of SFAS No. 150, the Preferred Stock was classified toa - -
long-term liability in the Company’s consolidated balance sheet as it was redeemable at a fixed and determinable
date (April 18, 2022) Changes in the redemption value related to the Preferred Stock, were charged to interest
expense in the accompanying consolidated income statements. The carrying value of the Preferred Stock was $5,810
at June 30, 2004, with the $381 increase in carrying value reflected as interest expense for fiscal 2004.

In addition, a charge of approximately $14,000 was incurred in 2005 related to the redemption of Series A . .
Preferred Stock, which is included in interest expense. The Company negotiated the redempiion vaiue of the
Series A Preferred Stock with the holders in an arm’s-length transaction. This transaction allowed the Company to
simplify its capital structure and eliminate the effect on future earnings from annual adjustments to the redemption
value of the Preferred Stock. The original valuation of the Series A Preferred Stock was $17,500, as determined by
the Company. Based on the original valuation and the potential negative impact on the net income due to annual
adjustments to the redemption value, the Company determined that the $20,000 redemption value was fair and
reasonable.

9, Income Taxes

" Income tax expense in income from continuing operations consisted of the following:

Years Ended June 30,
' 2006 2005 2004
000 ¢ 1= 11 DO RS $ 2789 § 2551 § 35,706
|81 15 o 1« U OO O GOSN (5,571 5918 5,570
S 7 ) RO OO USROS U OO $ 22,324 § 8,469 § 1 !,;;zg

Deferred income taxes reflect the net tax effects of temporary differences between the carrying amounts of
assets and liabilities for financial reporting purposes and the amounts used for income tax purposes. Significant
components of the Company’s deferred tax liabilities and assets are as follows:

June 30, . -
: 2006 2005
Defested tax liabilities: ‘ B .
Tax over book depretiation......cociiineircnnic e s $(71,364) §(74,528)
Tax over booK AMOTTIZALION .....c.ciiveerere e e e b s st s e b s s s (13,411) (14,915)
ORET oo eeeeeeeeeeeeeeeeteeeensessevesbasessase e en et sassan e om e b e se et e b e s d AR AR LS HL O R AR LS b e b b e e hh e e s nh s sabbenE e (524) (657)
Total deferred tax liabilities..........ccocevrerrninnennee eeeeeteeme e teeir ettt (85,299 " {90,100)
Deferred tax assets: _ AP
Deferred COMPENSALION ..ottt s 8,332 11,281
WOIKers COMPENSAtION.........covieeiiicieiicinininiere ettt S 10,619 = 8,616
ACCTUEA VACATION 1veveieeiiieeeeeeeeeceeeeete e e seesaes rreronesasarasstocasesasesamssaesomceamseereoescsaaesannensesn < 72,374 2,238
ReCapitalization eXPENSes ..o furvworiocseseshorsssssss st st 252 - 572
(011 7= SO OSSOSOV PRIURIRTUPOTTON SRTTUTSTOPRUOTRSIE e e e—e 3,849 764
TOta] dEfEITEU TAX ASSEES 1.veverrrrereeereeeeieessrieasssssssssneesesnesseemessresssnsesaranesseenmassesssssssasasssssass 25426 23471
Net deferred tax Habilities........o.oooveereiiiecc s 5 (59,873 $(66,629)
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The balance sheet classification of deferred income taxes is as follows:

. : June 30,

: 2006 2005
CUITENE ASSCES .- cveeeeeeeeereessesaseseeenesaeasereessasseasessesesnsessamensssse smeseantessessebeesebeesesbensesereensenns $ 12,460 $ 4,838
Non-current liabilities ..........ooooovverviiiiineieererecnenenes v e eer e e (72.333) _(71.467)
Net deferred tax Habilities......cocov oo s e 5 (59,873} §(66,629)

The differences between the income tax expense and the amounts computed by applying the statutory federal
income tax rates to earnings before income taxes are as follows: .

- Years Ended June 30, )
2006 2005 2004

Computed tax at federal statutory rate......... $ 19,843 350% . $ 1,849 35.0% § 9847 35.0%
State income taxes, net of federal benefit...... ' 2,352 4.2% 875 16.6% 1,316 47%
Accretion of preferred stock............ooei ' — — C4.967  94.0% . - =
Allowance for income tax uncertainties........ 300 0.5% 600  11.4% T — —
Permanent differences........oovreveeeceeeveniernnnns (3% (0.1)% 312 5.9% - % - 0.3%
Credits and other .......coooevveiverreeseeseeceereeens (136) _{(0.2% ~(134) (2.6)% 17 _0.1%
Net iNnCome tax eXPENSE.......ocoovvrvirrircacresneens $ 22324 _394% g@ 160.3% $.11276 iQ.l%

Cash paid for income taxes totaled $21 233, 10,681 and $2,796 for the years ended June 30, 2006 2005 and
2004, respectively.

10. Employee Benefit Plans

The Company sponsors a defined contribution,plan that covers all full-time employees of the Company who
have completed a minimum of two ‘months of employment. Contributions relating to the defined contribution plan
will be made based upon the plan’s provisions. In November 2003, the Company amended the defined contribution
plan whereby the Company’s matching contributions were suspended, In July 2004, the Company’s matchmg _
contributions were resumed. Additional amounts may be contributed at the option of the Company’s board of . -
directors. The Company contributions were $2,095, $2,186 and $572 for the years ended June 30, 2006, 2005 and
2004, respectively.

11, Stock-Based Compensation
© Stock Option Plans

Effectwe July 1, 2005, the Company adopted SFAS No. 123 (revised 2004) Share-Based Payment, (“SFAS
No. 123R”) which was issued by the FASB in December 2004. SFAS No. 123R revises SFAS No. 123, Accounting’
for Stock Based Compensation, and supersedes APB No. 25, Accounting for Stock Issued to Employees, and its
related interpretations. SFAS No. 123R requires recognition of the cost of employee services received in exchange
for an award of equity instruments in the financial statements over the period the employee is required to perform
the services in exchange for the award (presumptlvely the vesting period). SFAS No. 123R also requires ,
measurement of the cost of employee services received in exchange for an award based on the grant-date fair value
of the award. SFAS No. 123R also amends SFAS No. 95, Statement of Cash Flows, to require that excess tax
benefits be reported as _financing cash inflows, rather than as a reduction of taxes pald which is mcluded within
operating cash flows.

The Company adopted SFAS No. 123R using the modified prospective application as permitted under SFAS
No. 123R. Accordingly, prior period amounts have not been restated. Under this application, the Company is
required to record compensation expense for all awards granted after the date of adoption and for the unvested
portion of previously granted awards that remain outstanding at the date of adoption. The treatment of nonemployee
awards under SFAS No. 123R differs from APB No. 25 in that under SFAS No. 123R the awards are not recognized
until the compensation charges of those awards is recognized. Thus, the unearned compensation related to the
unvested awards recorded under APB No. 25 in the amount of $879 was reversed upon adoption of SFAS No. 123R.
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The Company has three share-based compensation plans; which are described'below. The compensation cost
related to options that has been charged against income for those plans was approximately $2,288 for fiscal 2006.
The income tax benefit recognlzed for share-based compensation arrangements was approximately $4,024 for fiscal

1

2006 UL t..

1 . ..
Boia oy I

The 2002 Stock Optton Plan A (*Stock P!an A") authorizes the Board of Dlrectors to grant nonquahf ied stock b
options to employees, officers, and directors of the Company. Options granted under thé Stock Plan A have'a térim - _
of up to ten years and generally vest over a four-year period beginning on the date of the grant. Options under, Stock
Plan A inust be granted at a price not less than the fair market value at the date of grant. Approxrmale]y $685 of the
compensation charges for fiscal 2006 related to the Compariy’s Stock Plan'A options. The Company does not intend
to issue additional grants under Stock Plan A

Fa

The 2002 Stock Option Plan B (“Stock Plan-B”) authonzes the Board of Directors 1o grant nonquahf’ ied stock
options to employees officers, and dlrectors of the Company Under Stock Plan B, stock options must be granted at
a price not less than the fair market value at the date of grant. Options granted under the Stock Plan B have a term of
up to ten years and generally vest over a four—year period beginning on the date of the grant, Approxunately $436 of
the compensation charges for fiscal 2006 related to the Company’s Stock Plan B options, which i in accordance with
their terms, fully vested upon completion of the 1PO transaction in August 2005. There will be no future charges -
related to the Stock Plan B options and the. Cor_npany does not intend to issue additional grants under Stock Plan B-

In December 2004, the Company redeemed 1,186 non-vested options from Stock Plan A from the employees as
part of the recapitalization transaction (Note 4). As a result of this redemption, the Company recorded compensation -
expense of approximately $4,200 during the year ended June 30, 2005, computed as the difference between the
option exercise price and the estimated fair value of the shares repurchased. - ST e Lt

In connectton WIth the Company 5 IPO the Company adopted the 2005 Ommbus Compensauon Plan (the
#2005 Plan“) m July 2005, The 2005 Plan authorizes the Board of Dlrectors to grant awards to diréctors, offi cers,’
employees and consultants The 2005 Plan prov1des for the grant’of options inténded to qualify'as 1ncent|ve stock
options under Section 422 of the Internal Revenue Code of 1986, as amended, and nonqualiﬁcd stock optlons stock
appreciation rights, restrlcted stock awards, restricted stock unifs, performance units, cash 1ncennve awards deferred“ '
share units and other equnty-based or equity-rélated awards. ' '

Subject to adjustment as provided betow, the aggregate number of shares of common stock that may be issued
pursuant to awards granted under the 2005 Plan is 1,750, of which the maximum number of shares thatmay be
‘delivered pursuant to incentive stock options granted and restricted stock awards is 500 and 450, respectwely The
Company has a policy of issuing new shares to satisfy option exercises. _ Py

The maximum number of shares of common n stock ‘with respect to which awards may be granted to- any ellglble
individual in any fiscal’ year is 600. If an award granted under the 2005 Plan is forfeited, or otherwise expires, -
terminates or is canceled without the dehvery of sharés, then the shares covered by the forfeited, expiréd, termmated

or canceled award will agaln be avarlable to be dehvered pursuant to awards under the 2005° P]an : o

R e N s
+ ' P i i L ‘et

The fair value of each optlon award is estlmated on the date of grant using the Bladk- Seho]es optton pr1c1ng
model. The risk-free 1nterest rate is based on the U_S. Treasury rate for.the expected life at the timé of grant. T
Volatility is based on the’ average 10ng-term implied volatilities of peer companiés as the Company has limited
trading history beginning July 27, 2005 to present. The expected life is based on an approximate average of the ten— .
year term of the options and the t" ve-year weighted-average graded vesting period, and forfeitures are estimated at’

5% based on certain historical data as the Company has limited history. The table on the following page illustrates
the assumpnons for the Black—Scholes model used in cleterrmmng the falr va]ue of options granted’ to employees for
fiscal 2006 and 2005 respectwely L k -

»

v e
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' Years ended June 30, -

‘ 2006 2005
Dividend yield ..o — -
Risk-free imerest TALE..c.orreeerecce e 4.06% - 5.05% 3.75%
Volatility...odo e 029 . . 045
Expected llfe ....................................................... ., 6.5 years 6.0 years

A summary of the Company’s stock optlon plans at June 30 2006 2005 and 2004 and changes durmg €ach of

the years then ended is presented in the table below:

‘ o : Weighted
' ST e I Average
- Options * Options . Exercise Exercise
Available Outstandmg Price Price
Balance at June 30, 2003......coccerreene e . 127 2,588 - % +380 § 380,
Exercised... — — — _
Granted.......cocoeeeeeriicccivereeeerrescrere e en e — — — —
Balance at June 30, 2004..........ocovvevvieceniceenne N 127 . 2,588 s . 3.80 5 380
EXercised ...t — . — — —
Authorized........ ST R proeens 1,503 —. —
RePUTChASEd ..o ooeeeercecccicienecrinsersaraens — (1,186) ""3.80-6.51 . 4.80
Granted... (1,503) 1,503 6.51 6.5t '
Balance at June 30 2005 127 . 2,905, $3.80 - %6.51 $ . 480
EXEICISEd cvvvr oo eeeeersneeern = (879) 3.80- 14.00 S 437
AUNOFZED...vovooerereoerecesrseinses eneesrenneenesnee 1,750 Lo 4.80
Forfeited ....oovveviveeee ettt cene e il16 - 16) 6.51-14.00 ¢ 10.02
Granted.......oovieceeeceieeeieeeieeseeseseesresrneea e (1.056) 1,056 14.00 - 19.64 14.35
Balance at June 30, 2006.........ccccovvrrrvnncninrns 937 2966 _$3.80:51964 - §v - 8.12

The following table'sets forth the exércise prices, the number of options outstandmg and the number of options

exercisable at June 30, 2006:

Options Qutstanding

3 ]

Options Exercisable

Weighted-
Average

Number of Weighted-

‘Contractual Life

" . Namber ‘of Weighted-

Exercise Options Average Exercise Remaining Options Average Exercise
price Outstanding Price (Years) Outstanding Price
$3.80 1,123 $ 3.80 58 - L1233 ' 3.80

6.51 850 6.51 . 8.3 . He » '355 ¢ T 651
14.00 907 14.00 9.1 J— —
14.03 9 14.03 9.1 —_— N —
18.62 64 18.62 9.3 — —
19.64 13 19.64 9.9 — : —

Total/Avg 2,966 $ 8.12 1.6 1478 § 4,45
. . . . [} .
4 t t W ., o+ e \
i A\ | . . 1
N " ' ’ b oy
N . v, BN N v
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The following table sets forth information pertaining to the:Company’s exercisable options and options
expected to'vest:

Year Ended

Non-Quatified Sto'ck‘Options: June 30, 2006

Fair value of options granted during period expected 10 VESt.........coeverrenn. b - 5,197
Aggregate intrinsic value of exercisable and nonvested optlons expected

0 VESE Luvivrierirereecinirersescesnsseccsrenestevneenendansreenseusns e s e saneserh e st ns e s nees 3 - 30,967 '

Number of nonvested options eXpected 10 VESt ....ovevveverrvverreerrernrresernenens ' 1,265°
Weighted average price of nonvested options expected to vest .................. 3 11.66
Weighted average remaining life of nonvested options expected to vest.... 9.0
Intrinsic value of nonvested options expected 10 VESE oot b 9,654

The welghted average grant-date fair value of opllons granted during fiscal 2006 was $5.53. The total intrinsic

value of options exercised during fiscal 2006 was $10,717.

As of June 30, 2006, there was $4,812 of total unrecognized compensation cost related to nonvested.share-
based compensation arrangements granted under the Company’s stock option plans. That cost is expected to be
recognized over a weighted-average period of 3.8 years. The total fair value of shares vested during the year ended
June 30, 2006 was $1,471.

Cash received from option exercises under all share-based payment arrangements for the year ended June 30,
2006 was $3,842. The actual tax benefit realized for the tax deductions from option exercise of the share-based
payment arrangements totaled $4,024 for the year ended June 30, 2006.

!

Non-Vested Restricted Stock ~

A summary of the Company’s non-vested restricted stock as of June 30, 2006 and changes during the year then
ended is presented in the table below: .

. Weighted Average
' Grant-Date Fair
-Shares Value
Non-vested shares as of June 30, 2005, 180 % 6.81
Granted.......cocooovniininiin, JUUTUUURTOTOTUAVRTPTUUN 199 § _ 14.69
VESEEU oo vesves e eeeesesesessessssasssasesss s ssbsesss st st s st s st nnssenns C Iy $ C 1400
Forfeited ...............oceeini i, 9 3 14.00
Non-vested shares as of June 30, 2006..........0cccovvirieveeeeeereresrire e 369 % 10.72

- Compensation expense related to restricted stock was $704 and $2,432 for fiscal 2006 and 20035, respectively.
Employee Stock Plans

In January 2005, the Company adopted an employee stock plan. The employee stock plan enabled eligible
employees of the Company and its affiliates to subscribe to purchase shares of commen stock. The employee stock
plan provided for maximum of 959 shares of common stock authorized for issuance and sale or maximum total
purchases of $5,000 under the employee stock plan. On January 31, 2005, pursuant to the employee stock plan, the
Company sold 599 shares of common stock for a total of $5,000, or deemed fair value of $8.35 per share, to various
employees and members of management. We do not anticipate that any additional shares will be issued under this
plan in the future.

In September 2003, the Company adopted an Employee Stock Purchase Plan (the “ESPP™) that was approved

by shareholders in December 2005. Under the ESPP, shares of the Company’s common stock are purchased during
offerings commencing on January 1 of each year. The first offering period under the ESPP commenced on January
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1, 2006. Shares are purchased at three-month intervals at 95% of the fair market value on the last trading day of each
three-month purchase period. Employees may purchase shares having a value not exceeding 20% of their annual
compensation, or $25, whichever is less. During the year ended June 30, 2006, employees purchased 24 shares, at an
average price of $19.10 per share. At June 30, 2006, 476 shares of common stock were reserved for future tssuance
under the ESPP

Fair Value of Eqmry Instruments

The fair value of the common stock underlying the options granted to employees in-October 2004 was
determined to be $6.51 per share. The value was the same as that at which certain shareholders of Red Simpson and
the Company purchased shares of the common stock in connection with the Red Simpson acquisition, which value
was determined based on arm’s-length negotiations with a third party, see Note 3.

In January 2005, the Company sold common stock to various members of management and other employees
through the ESPP Plan, as discussed above. The fair value was determined to be $8.35 per share based upon
applying a market approach. The increase in value was primarily due to the increase in operating resuits from the
significant storm revenue for the six months ended December 31, 2004 and significant debt prepayments using the
cash generated by that storm work. In addition, the positive operating results from the recent acquisition of Red
Simpson contributed to the increase in value. In May 20035, the Company received a third-party valuation as of
January 2003, which confirmed a value substantially similar to the value at which the common stock was sold in

January 2005. ) _ .
12. Earniflgs Per Share

Basic earnings per common share is computed by dividing net income by the welghted average number of
common shares outstanding during the period. Diluted earnings per commeon share is computed by dividing net
income by the weighted-average number of common shares outstanding during the period plus the effect of dilutive,
potential common shares outstanding during the period using the treasury stock method. Dilutive potential common
shares include outstanding stock options and restricted stock awards. The following is a reconciliation of the
numerators and denommators of the basic and diluted earnings (loss) per share computation as required by SFAS
No. 128 .

’

Year Ended June 30,

2006 2005 2004

Income (loss) from continuing operations.................cooooeen $ 34369 . $ (3,186) $ 16,858
Loss from discontinued operations, nel............coooovviininnnne. — — (310
Net income (loss) (numeratory...... ...t 3 34369 $ " (3,186) $ 16,528
Weighted-average number of common shares (denominator)....... 31,023 127,709 24,437
Basic earnings (loss) per common share from continuing ’ ‘ cet

OPEILIONS. ..ottt ieeinveneran e eamanein e e s aeaeeaneet e e ereaeaans 3 1.11 N (AR $ 0.69
Loss per commeon share from discontinued operations, net.......... _— — (0.01)
Basic earnings (loss) per common share.................... $. 111 - £ . @1 $ 0.68
Weighted-average number of common shares......................... 31,023 27,709 24,437
Potential common stock arising from stock options and restricted

STOCK. .. et 1,229 — —
Total shares-diluted (denominator}...........ccooeiiiniii i 32,252 27,709 24.437
Diluted earnings (loss) per common share from continuing _ )

OPEFAIONS, ...\ eeueiieiteeeiie et ee e, L 1.07 £ 1y A3 0.69
Loss per diluted share from discontinued operations, net............ — e (0.01)
Diluted earnings (loss) per common share......................e $ 1.07 S (011 b 0,68
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Common stock options listed below for the years ended June 30, 2006, 2005 and 2004 were not included in the
computation of diluted earmngs per share. Common stock options issued under the Stock Option Plan B include
contingencies which had not been satisfied as of the vears ended June 30, 2005 and 2004, and therefore were not
exercisable and were not included in the fully diluted computation in accordance with SFAS No. 128. For the year
ended June 30, 2005, the common stock options under Stock Option Plan A were excluded from the calculation
because the exercise prices of the stock options were greater than or equal to the average price of the common
shares, and therefore their inclusion would have been anti-dilutive. For the year ended June 30, 2004, common stock
options under Stock Option Plan A were not included in the computation as the weighted-average exercise price and
fair value were equal such that the effect on the computation is neutral. For the year ended June 30, 2006, the

common stock options under the 2005 Stock Plan were excluded from the calculation because the the effect would
have been anti-dilutive.

June 30,
. 2006 2005 2004
Corimon stock _option Plan B — 1,227 776

Common stock option PN A ........coo.vvvrvervcronneirennas 1,678 1,812
Common stock optlon 2005 Plan ...... aaatisnans rereninens

D
~J
L

2905 2588

;

13, Lease"s_"

The Company leases various technology hardware, real estate used as satellite offices and storage facilities, and
two airplanes under operating leases with terms ranging from one to ten years. The Company also rents various
vehicles and equipment on short-term, month-to-month leases. At June 30, 2006, the future minimum lease -
payments under the operating leases are as follows:

2011

Rent experi'se‘rel:ated to operating leases was approximately $2,723, $3,820 and $845 for the years ended
June 30, 2006, 2005 and 2004, respectively. The Company does not have any leases that are classified as capital
leases for any of the periods presented intthcj:se financial statements.

14. Deferred Compensation Plan
ln connection with the acquisition of Red Simpson on July 1, 2004 discussed in Note 3, the Company entered

into certain transactions involving employee compensation expenses that have impacted and, in some cases, will
continue to impact the results of operations.

Prior to the acquisition of Red Simpson; certain Red Simpson supervisors and managers were entitled to
payments of deferred compensation. In connection with the acquisition of Red Simpson, the Company agreed to pay
as part of the purchase price $26,000 in deferred compensation over two fiscal years. In addition, the Company
agreed to pay $29,100 in deferred compensation over four years if the employees continued their employment.

In May 2005, the deferred compensation plan was amended to eliminate the future service requlremem and
fully vest the benefits under the plan. The amendment provides that if an employee continues to be employed, dies,
becomes disabled, retires, or'is terminated for other than “cause” as defined in the amendment, the amounts under
the deferred compensation plan shall be paid out in accordance with the original four-year payment term. Generally
under the amendment, if an employee voluntarily terminates or is terminated for cause, then any remaining unpaid
amounts under the deferred compensation plan are paid out on the fifteenth anniversary of the initial'payment date
plus interest. The interest rate is to be determined by the Company based upon a risk-free interest rate plus a margin
reflecting an appropriate risk premium in accordance with FASB CON 7, Using Cash Flow Information and Present
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Values in Accounting Measurements. Generally under the amendment, if an employee is terminated for “specified
cause”, as defined in the amendment, then all unpaid amounts under the deferred compensation plan are forfeited.
As a result of the amendment the Company incurred a compensation expense charge of approximately $18,000 in
the fourth quarter of fiscal 2005

In connection with the acqutsmon of Red Slmpson the Company also agreed to permit two members of Red -
Simpson’s management.to convert an aggregate of approximately $3,300 of unvested deferred compensation into
shares of restricted commeon stock valued at-approximately $2,000. In connection with this transaction, the Company
recognized compensation expense of approximately $1,300 for the year ended June 30, 2005 equal to the excess of
the accelerated deferred compensation amount over the fair value of the stock acquired by those persons.

For fiscal 2006 and 2005 the Company incurred deferred compensation expense of approxlmately $679 and
$23,456, respectively. N ..

The following table sets forth the activity in the deferred compensation liability account for the base and bonus -
deferred compensation for fiscal 2006 and 2005, respectively:

3 . '

Base Deferred Bonus Deferred

Compensation Compensation .Total
Amounts payable in connection with the acquisition of

Red SIMPSOM....cocccieioinereee e .. %2598 . $29,131., § .55,120

Payments or other consideration...........cccooiieiceiieinnn T (18,646) . (4,419 . (23,065)
FOrfeitures.........ceueeeevesveeeeeeens e — - I 271 N 7))
Face value at June 30, 2005 s, . $ 7343 'S 2390 § 31303,
PAYMIENS ...oooceeeceeecrericarser s nseres s ensararsearerasassasansses . __(1.343) (1.450) (8,793)
Face value at June 30, 2006.... h) — § 22510 _% ;2,;1g

- The face value of $22,510 at June 30, 2006 includes interest of $1,518 that will accrete through fiscal 2009. The
followmg table sets forth the approxlmate amounts of deferred compensatlon remammg to be paid in each of the
three years ended June 30 .

-

See Note 19, “Subsequent Event”, pertaining to the settlement of litigation and its related effects. -

' ~ -
- . . . . Il
\ .o ; X P

15. Discontinued Operations ' h - : o .

During the year ended June 30, 2004, the Company discontinued the operations of its industrial division due to
decreasing market share and poor profitability. The assets disposed of included approximately $640 of equipment;
net of accumulated depreciation of $494. The results of operations and statement of financial position have been
reported as a discontinued operation for the year ended June 30, 2004 and for all prior years presented herein.

The fo!lowmg summarizes the operating results from dlscommued operatlons for the mdustnal division in the
Consolidated Statements of Operanons : o y ‘ : .

Year ended

f : C . C June 30, 2004
Revenue......cocooeeeveeeneennne e oo $ 1,933 .
Operating 1088 ..ot (544) .
Income tax benefit ..o 214
Loss from discontinued operations..............cococeenen, §__(330)
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16. Financial Instruments _ Y . . .
Concentrations of Credit Risk - ) g an TR

Financial instruments, which potentially subject the Company to concentrations of credit risk, consist primarily

of accounts receivable, The Company had accounts receivable from one customer of $10,608 and $7,936 at June 30,

2006 and 2005. The Company had.revenues from the same customer, which comprised 15%, 12% and 20% of the
Company’s consolidated net revenues for the years ended June 30, 2006, 2005 and 2004.-The Company performs
periodic credit evaluations of its customers’ financial condition, but generally does not reqmre collateral. Credit
losses have generally been within management’s estimates..

At June 30, 2006 and 20035, the Company had cash in excess of federally msured limits with a financial
institution of approximately $3,291 and $3,000, respectlvely -

Off-Balance Sheet Risk” - : ; : .o ‘

At June 30, 2006 and 2005, the Company had letters of credit outstand'ing totaling $27,580 and $23, 080
respectively, as required by its workers’ compensation and vehicle llablllty insurance providers and to the surety

- bond holder.

Fair Value of Financial Instruments '

" The following methods and assumptions were used by the Company in estimating its fair value disclosures for
financial instruments: i) accounts receivable and accounts payable carrying amounts reportéd in the balance sheet °
approximate their fair value; ii) long and short-term debt carrying amounts approximate their fair value due to the
market-determined, variable interest rates; and ii1) derivative carrying amounts approximate fair values as they are
determined by market rates.

Derivatives
Durmg the year ended .lune 30, 2003, the Company entered into mterest rate swap. agreements with two banks
to manage its interest rate risks. These derivatives were cancelled in fiscal 2005. During the year ended June 30,
2005, the Company entered into an interest rate swap and an interest rate cap agreement with two banks to manage
its interest rate risk. Additionally, the Company has a large fleet of vehicles and equipment that primarily use diesel

_ fuel, therefore it has market risk for changes in the prices of diesel fuel. Therefore, on May 3, 2006 the Company

entered into swaps covering approximately 2.5 million gallons of its diesel requirements for the period from June
2006 through February 2008. In accordance with the provisions of SFAS No. 133, Accounting for Derivatives and
Hedging Activities, each of these agreements did not meet the criteria to qualify for hedge accounting and are
marked to market and are included in other assets on the balance sheet at fair value in the amount of $246 and $259
at June 30, 2006 and 2003, respectively. The Company recognized a (loss) gain on the change in fair value of the
derivatives of ($13), $361, and $1,424 included in interest expense and cost of operations in the statement of
operatlons for the years ended June 30 2006, 2005 and 2004, respectively.
17. Related Party Transactmns and Agreements
Stockholders Agreement

The Company, LGB Pike 11 LLC, an affiliated company, and certain other stockholders are parties to a
stockholders agreement. The stockholders agreement covers matters of restnctlons on transfers of common stock,
corporate governance and registration nghts as descnbed below.

Restrictions on Transfer of Shares Under the terms of the stockholders agreement, each stockholder agreed
not to transfer or sell any shares of common stock unless such transfer or sale is pursuant to an effective
registration statement or unless consented to by the company.

L
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Corporate Governance. The stockholders agreement provides that J. Eric Pike, the Company scurrent
Chairman, Chief Executive Officer and President (“CEQ”), will have the right to occupy one seat on the board of
directors so long as he is the CEQ and controls at least 1,322 shares of the Company’s common stock. So long as
the CEQ has the right to a seat on the board of directors, then LGB Pike II LLC and any affiliate of LGB Pike I
LLC agrees to vote in favor of the election of the CEO. . :

.
[

Registration Rights The stockholders agreement provides that LGB.Pike Il LLC and its-affiliates and the other

- stockholders party to the stockholders agreement, including certain of our named executlve officers, have
registration rights with respect to their stock. LGB Pike I LLC and its affiliates have the nght to require the
Company to effect additional registration statements, or “demand registrations,” covering shares of the -
Company’s common stock they hold. On September 7, 2006 the Company filed such a shelf registration
statement on Form S-3 registering 8,000 shares of our common stock held by LGB Pike I LLC. This shelf
registration statement was declared effective by the SEC on September 20, 2006. In addition 1o its rights with
respect to demand registrations, each of LGB Pike I1 LLC and its affiliates and the other stockholders party.to
the stockholders agreement have “piggyback” registration rights. If the Company proposes to register any of its
securities for sale for its own account, other than a registration in connection with an employee benefit or similar
plan or an exchange offer, the Company will be requlred to give each party to the stockholders agreement the
opportunity to participate in such registration. -

Management Agreement ’ . |
' ' T o oot

On April 18, 2002, Pike Electric entered into a management advisory services agreement with Goldberg
Lindsay & Co. LLC, an affiliate of Lindsay Goldberg & Bessemer, which was a significant investor inthe -
Company, for ongoing management advisory services. The agreement was amended and restated on July 1, 2004
increasing the management fee to $375 per quarter from $250 per quarter. Pursuant to the agreement, the Company
also agreed to indemnify Goldberg Lindsay & Co. LLC and its members, partners and affiliates, and their respective ‘
directors, officers, agents and employees against losses arising out of or in connection with the agreement, any
activities contemplated by the agreement or any services rendered under the agreement. ‘

On June 13, 2005, the Company agreed to terminate the management advisory services agreement for
aggregate consideration’ of $4,000 which was paid at the completlon of the initial public offerlng of the Company on-’
August 1, 2005 S - - I : g
18. Commltments and Contingencies

. .
'l 0 ‘ ; ' - P

Litigation R T g

The Company is from time to time party to various lawsuits, claims and other legal proceedings that arise in the
ordinary course of business. These actions typically seek, among other things, compensation for alleged personal
injury, workers’ compensation, employment discrimination, breach of contract, property damage, punitive damages,
civil penalties or other losses, or injunctive or declaratory relief. With respect to all such lawsuits, claims and
proceedings, the Company accrues reserves when it is probable that a liability has been incurred and the amount of
loss can be reasonably estimated. The Company does not believe that any of these proceedings, separately or in the
aggregate, would be expected to have a material adverse effect on the Company’s results of operations or financml
position.

Performance Bonds

In certain circumstances the Company is required to provide performance bonds in connection with its
contractual commitments. The Company has indemnified the surety for any expenses that may be paid out under
these performance bonds. At June 30, 2006, the Company had an outstanding letter of credit of $7,500 to provide
collateral to the surety. At June 30, 2006 the total amount of outstandmg performance bonds was approx1mately
$40,282.
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19. Subsequent Event - Settlement of thlgatlon v c ) A . )

On September 6, 2006, the Company entered into a settlement agreement thh a former employee relating to ~ -
litigation proceedings initiated by the Company to ¢nforce the employee’s non-compete agreeiment entered int6 in
connection with the Company’s acquisition of Red Simpson. Under this setttement agreement, the former employee
agreed to enter mto a revised non-compete agreement, reduce the amount and extend the payment terms of certam
fiscal 2007, the carrymg amount,” $3 699 at June 30, 2006, of the previously recorded non-compete will be removed,
the deferred compensation hablllty will be reduced by $3,535 and $293 of stock compensatlon expense related to the
forfeited restrlcted “$tock’ prevnously recogmzed will be lreversed ! . .

n' .

20. Quarterly Data——Unaudlted TR e ' o

The followmg tables present the quarterly operatmg results for the years ended June 30 2006 and 2005:

1 . 1 i

R e " '_; rf'i ' '.“ o "' 'Quarter Ended
' Septeiiiber 30, ' December 31, .  March 31 * June 30,

Fiscal 2006: ’ -

REVENUES ...ovvviivirivisrevrrrrreeeeenenes 3 218431 3% 195,725 §$ 157,202 8 156,112

Gross prefit....... e e——aaeeans - 48,655 . 39434 -~ 17,300 v 22,834

Net mcome...‘.i....:.; ........ shoamalle o 17,518 13,571 . 288 ¢ 2,995 .

Basic eammgs per share+ . Lal3- "ag. S 061 '3 .. 04308 oo 001 B 0.09

Diluted eammgs per share...fi.'_.'.:...' '1'$ . 058 s 041 § 001 §$ ° 0.09
Fiscal 2005: i 2! f.."ht -I.L o ) )11 o ":. g ot : , | a .

T T SO $ 220370 S 149404 T § 154473 § 154950

Gross profit (loss) ....oeeeee. pepee - 61,959 16,356 L 17,860 . o 2,33

Net income (loss) L 24,199 . . (1,470) '(11,917) - (13,998)

Basic earnings (loss) per share...... $ 068 § (004) $ ' (056 § (0.65)

Diluted eamings (loss) per share.. 5 0.67 $ (0.04) % 056 % - (0.65)

Earnings (loss) per share amounts for each quarter are required to be computed independently. As a result their
sum does not equal the total year basic and diluted camings (loss). -

Ao e Lt erate b e e e e
\ rr ' R TON LI LT LR T N . C oo oo
: L T kI o oo ’ : o
Fee o e e s } !
oo :. + HEI Wt e b ’
- L fi. 3 i ) .
' B " LTS T L s o i f '
nl
I y o+ e eyt In bl ‘,5 A H 1 s
t [ B . :
1 L Py L .o s i v . ' ‘
N |
-‘i L oy Y'-." R f .ot i . 3y ' ot
. R e, N AT L1 ' h
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE

There are no changes in accountants or dlsagreements with accountants on accounnng prmmples and f'mancml
disclosures required to be disclosed in this Item 9.

ITEM9A. CONTROLS AND PROCEDURES

4

An evaluation was performed under the supervision and wnh the participation of our management,'including the
chief executive officer (“CEQ™), and chief financial officer (“CFO”), of the effectiveness of the design and A\
operation of our disclosure controls and procedures. Based on that evaluation, our management, including the CEO -~
and CFO, concluded that our disclosure controls and procedures were effective as of June 30, 2006. .

On August 16, 2006, the Company announced the termination of employment of Mark Castaneda as its Chief

Financial Officer, effective August 18, 2006. Anthony Slater, the Company’s Vice President of Finance, rep!aced
Mr. Castaneda as Chief Financial Officer.

s ot )

There has been no change in our internal control over financial reporting during fiscal 2006 that has materially '
affected, or is reasonably likely to materially affect, our internal control over financial reporting. .

{iTEM 9B. OTHER INFORMATION se s
Not applicable.
ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT

The response to this item will be included in a definitive proxy statement filed within 120 days after the end of
the company’s fiscal year, and that information i is incorporated herein by this reference. #

ITEM 11. EXECUTIVE COMPENSATION

The response to this item will be included in a definitive proxy statenient filed within 120 days after the end of
the company’s fiscal year, and that information is incorporated herein by this reference.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND
RELATED STOCKHOLDER MATTERS

The response to this item will be included in a definitive proxy statement filed within 120 days after the end of
the company’s fiscal year, and that information is incorporated herein by this reference.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

The response to this item will be included in a definitive proxy statement fited within 120 days after the end of ;
the company’s fiscal vear, and that information is incorporated herein by this reference. »

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

The response to this item will be included in a definitive proxy statement filed within 120 days after the end of
the company’s fiscal year, and that information is incorporated herein by this reference.
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Lo ' PartlvV - : _ o
ITEM }5. . EXHIBITS AND FINANCIAL STATEMENT SCHEDULES
a) Financial Information

{1)  Financial Statements: See “Index to Consolidated Financial Statements” in Part II, Item 8 of this
Form 10-K.. . . : . P -

(2) * Financial Statement Schedule: See “Schedule 11 — Valuation and Qualifying Accounts” of this Form

10-K. B - Ying A oft
3) Exh‘ilbité . Lo R BERE |
See (b) below.
b Exhibis Lk | oo o |

See Exhibit Index on page 68
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SIGNATURES . L
% “Pursuant to the requirements of Section 13.or 15(d) of the Securities Exchange Act of 1934, the registrant has
duly caused this report to be signéd on its behalf by the undersigned, thereunto duly authorized. °

e L N Cu g e e .
) - PIKE ELECTRIC CORPORATION . . .
{Registrant) '

o,

Date: Séﬁtemgéf'is, 2006° - " By: . /sl Eric Pike co T
| o T Eric Pike ' —=
SREEREREE oo -~ * " -Chairman, Chief Executive Officer and President

-Pufsuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the
following persons on behalf of the registrant and in the capacities and on the dates indicated.  «

M * ST . - . . s . . o,

oty s Si;ghatt;ré , s ..+ - Title .. ... .Date
" fsl J Eril_cfl_’.'illce o '. Chairman, Chief Executive Officer '
J. Eric Pike ..~ " and President . - BTN

+

September 28, 2006

Y or
I

/s Anthony.K: Slater . .. - ChiefFinancial Officer and Secretary ~ September 28,2006 -

Anthony K. Slater ‘ c

-

TS FL R Do e ' oo ‘ e e 0 . . g
2/s/ Jaines R Helvey I1I -+ . * .. " Director September 28, 2006
James R. Helvey 111 - o ' . TS

»
' v P .
[ + hr . ¢

'/s/ Louis F. Tertiar . Dircor . T " "'September 28, 2006
Lquis F. Terhar : ' : : .

. R ot - PR P . . 1 N N
S R T *, L ] e el T A . . LA i

“/s/ Addin P. Godfrey *' | " Director ' ' " " September 28, 2006
Adam P. Godfrey ’
ate oA i Nt % : * o, . . . . . . ) LM T
/s/ Robert D. Li'ndsay' ’ Director” ‘ geptemfaer 28, 2006
‘ ‘Rbb(‘%rt D. Lindsay e . ‘ :
/s Charles E. Bayless ' Director . S Septerﬁfner 28, 2006
Charles E.'Bé;;,'{less‘ t ' ' g . L '
e e " Director
Andrew J. Schindler, . ., | P N L o
s 3 |},‘;'. R . y '. L . , S . N Loea L v}
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EXHIBIT INDEX

EXHIBIT . _
NO. DESCRIPTION

3.1 . t. Certificate of Incorporation of Pike Electric Corporation (Incorporated by reference to Exhibit 3 1 on our
Registration Statemnent on Form S-1/A.filed July 11, 2005)

32 Bylaws of Pike Electric quporatlon (Incorporated by reference to Exbibit 3.2 on our Registration
Statement on Form S-1/A filed Ty 11, 2005)

41 ~ Specimen Stock Certificate (Incorporated by reference to Exhibit 4.1 on our Registration Statement on
Form S-1/A filed July 22, 2005) _

10.1* 2005 Employee Stock Purchase Plan (lncorporated by referenceto Exhibit 10.1 on our Reglstratlon
Statement-on Form S-1/A filed June 3, 2005)

10.2*% - - 2002 Stock Option Plan A (Incorporated by reference to Exhibit 10 2 on our Reglstratlon Statement on
Form - 1/A filed June 3, 2005)

10.3* .2002 Stock Option Plan B (Incorporated by reference to Exhrblt 10.3 on our Registration Statement on
Form S-1/A filed June 3,2005)- .~ . oo T o A

10.4 Amended and Restated Credit Agreement, dated as of July 1, 2004, among Pike Holdmgs Inc., Pike

- Electric,. Inc. and the lenders party théreto (Incorporated by reference to Exhibit 10.4 on our Registration

Statement on Form S-1/A filed June 3, 2005}

i0.5 Frrst Amendment to the Amended and Restated Credit Agreement, dated as of December 10, 2004, among

' Pike Holdings, Inc., Pike' Electric, Inc. and the lenders party thereto {Incorporated by reference to Exhibit
10.5 on our Registration Statement on Form S-1/A filed June 3, 2005)

or

10.6 Stockholders Agreement, dated April 18, 2002, ‘among Pike Holdings, Inc., LGB Pike LLC, certain
o te rollover holders and certain management stockholders {Incorporated by reference to Exhlblt 10.6-on our

Registration Statement on Form S-1/A ﬁ]ed June 3, 2005)

10.7 Management Advisory Services Agreement dated April 18, 2002, between Pike Electric, Inc. and
Goldberg Lindsay & Co. LLC (Incorporated by reference to Exhlblt 10 7 on our Reglstratlon Statement on
Form S-1/A filed June 3, 2005} ; e

4
10.8 Amendment Agreement, dated as of July 1, 2004, to the Management Advisory Services Agreement dated
.- April 18, 2002, between Pike Electric, Inc. and Goldberg Lindsay & Co. LLC (Incorporated by reference to.
Exhibit 10.8 on our Registration Statement on Form S-1/A filed-June 3, 2005)-

10.9* . Amended and Restated Employment Agreement, dated as of July 20, 2005, between J. Eric Pike and Pike
: Electric Corporation (Incorporated by reference to Exhlblt 10.9 on our Registration Statemem on Form S-

1/A filed July 22, 2005) . .. . .
10.10* Letter Agreement, dated as of March 15, 2002, between Joe B. Pike and LGB Pike LLC (Incorporated by

reference to Exhibit 10.10 on our Registration Statement on Form S-1/A filed June 3 2005)

10.11 Second Amendment to the Amended and Restated Credit Agreement dated as of June 27, 2005, among
Pike Holdings, Inc., Pike Electric, Inc. and the lenders party thereto (Incorporated by reference to Exhibit
10. 1 1 on our Registration Statement on Form S-1/A ﬁ]ed July 11, 2005)

10.12 ) Termmatton Agreement, dated as of June 23, 2005, between Pike Electric, Inc. and Goldberg Lmdsay &
Co. LLC (Incorporated by reference to Exhibit 10.12 on our Registration Statement on Form S-1/A filed

July 11, 2005)

10.13 Addendum, dated June 13, 2005, to the Stockholders Agreement dated April 18, 2002, among Pike - |
' Holdings, Inc., LGB Pike LLC, certain rotlover holders and certain management stockholders’ |
(Incorporated by reference to Exhibit 10.13 on our Registration Statement on Form-S-1/A filed July 11, \
2005) \
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10.14*
10.15*
10.16
10.17
10.18

10.19

23.1
31.1

312

321

2005 Omnibus Incentive Compensation Plan (Incorporated by reference to Exhibit 10.15 on our
. Registration Statement on Form S-1/A filed July 22, 2005)

Amendment, dated July 21, 2005, to the Stockholders. Agreement dated April 18 2002, among Prke
Electric Corporation as successor to Pike Holdings, Inc., LGB Pike I LLC as successor to LGB Pike LLC,
certain rollover holders and certain management stockholders-(Incorporated by reference to Exhibit 10.16
on our Registration Statement on Form S-1/A filed July 22, 2005)

Third Amendment to the Amended 'and Restated Credit Agreement, dated as of December 9, 2005, among
Pike Holdings, Inc., Pike Electric, Inc. and the leriders party thereto (lncorporated by reference to Exhibit

“..10.1 on our-Form 8 K fled December 13,2005) <7 i

Revolving Commltment Increase Agreement dated December 12, 2005, by and between Pike Electric, Inc.
and Bank of America, N.A. (Incorporated by reference to Exhibit 10.2 on our Form 8- K F led December 13,
2005)

Revolving Cornmitment Increase Agreement, dated. December 12, 2005, by and between Pike E!ectrie Inc.
and First Tennessee Bank, National Association (Incorporated by reference to, Exhlblt 10.3 on our Form §-
K filed December 13,2005) . ‘

Fourth Amendment to the Amended and Restated Credit Agreement, dated February 28, 2006; among Pike
Electric Corporation, Pike Electric, Inc. and the lenders party thereto (Incorporated by reference to Exhibit
10.1 on our Form 10-Q filed May 12, 2006) P

M .."

gy h AN

" List of subsidiaries of Pike Electric Corporation (filed herewith) e

Consent of Emst & Young LLP (filed herewith)

".Certification of Periodic Report by Chief Executive Officer pursuant to Rule 13a- 14(a)/ 15d- l4a and
~ pursuant to Section 302 of the Sarbanes-Oxley Act of 2002 (filed herewith) Ny e

Centifi cat:on of Periodic Report by Chief Financial Officer pursuant to Rule ]3a 14(a)/ 15d- I4a and
pursuant to Section 302 of the Sarbanes-Oxley Act of 2002 (filed herewith) '

Certification of Periodic Report by Chief Executive Officer and Chief Financial Officer pursuant to U.S.C."
Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 (filed herewith)

*Indicates a-‘management contract or compensatory plan or arrangement.
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: - SCHEDULE II
. ‘ PIKE ELECTRIC CORPORATION - , o
. - . VALUATION AND-QUALIFYING ACCOUNTS . ‘.-

- YEARS ENDED JUNE 30 2006, 2005 AND 2004 SR R

o . ‘ Balance st ' Charged to

©
ot

L . : Beginning of  Revenueor . . BalanceatEnd’
Description Period Expense -+ . Deduction$ ~of Period

‘ (in thousands)
" Year ended June 30, 2006: ’ o L
Allowance for doubtful accounts $ 236  § 4133 % (1,931 $ 2432
Insurance claim reserve 18,422 41,407 (27,523) (2) 32,306

z . "

Year ended June 30, 2005: . -
$  (2,580)(1) $ 236

Allowance for doubtful accounts $ — b 2,816

‘i

Insurance claim reserve . + 1,501 47,124 ' (36,203) (2) - . 18,422

Year ended June 30, 2004: T C e

Allowance for doubtful accounts s . — 3 660 5§ - @O & - — .
Insurance claim reserve 6,100 17,624 (16,223) (2) 7,501
(1) Represents uncollectible accounts written off, net of recoveries. < T

(2) Represents claim payments for self—insu'fed claims. . -

70 -




Exhibit 31.1

MANAGEMENT CERTIFICATION - ‘
i, J. Eric Pike, certify that: ¢

1. Thave reviewed this Annual Report on Form 10-K of Pike Electric Corporation; . .- .. .. .

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a *
materiai fact necessary to make the statements made, in light of the circumstances under which such statements
were made, not misleading with respect to the period covered by this report; :

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly
present in-all material respects the financial condition, results of operatlons and cash flows of the registrant as
of, and for, the periods presented in this report; v ‘ .

4. The registrant’s other certifying officer(s) and 1 are responsible for establishing and maintaining disclosure .
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and.]15d-15(e)) for the registrant and
have: ]

a). Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, pamcularly durmg the period
in which this report is being prepared; . _ ) v :

b) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this
report our conclusions about the effectiveness of the disclosure controls and procedures as of the end of the
period covered by this report based on such evaluation; and . :

c) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred
during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an
annual report) that has materially affected, or is reasonably llkely to matenally affect, the reglstrant 5
internal control over financial reporting; and :

5. The registrant’s other certifying officer(s) and I have dlsclosed based on our most recent evaluatlon of mtema]
control over financial reporting, to the registrant’s auditers and the audit committee of reglstrant s board of .
directors (or persons performing the equivalent functions): . .

a) All significant deficiencies and materia! weaknesses in the design or operanon of mtemal control
over financial reporting, which are reasonably likely to adversely affect the registrant’s ability to
record, process, summarize and report financial information; and

b) Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financia! reporting.

~ " /s/ ). Eric Pike R
Date: September 28, 2006 J. Eric Pike
Chairman, Chief Executive Officer
and President




L Exhibit 31.2

MANAGEMENT CERTIFICATION

I, Anthony Slater, certify that:

1.

2,

3.

I have reviewed this Annual Report on Form 10-K'of Pike Electric Corporation L

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a
_material fact necessary to make the statements made, in light of the circumstances under which such statements
mwere made, not misleading with respect to the period covered by this report;
“Based on my knowledge, the financial statements, and other financial information included in this report, fairly
present in all material respects the financial condition, results of operatlons and cash flows of the registrant as
of, and for, the periods presented in this report; \ . K

4. “The registrant’s other certifying officer(s) and 1 are responsible for establishiné and maintaining disclosure

Date: Scptember 28, 2006

controls and procedures (as defined in Exchange Act Rules 13a-15(¢) and 15d-15(e)) for the registrant and

have:

a) Designed such disclosure controls and procedures; or caused such disclosure controls and procedures to be
designed under our supervision to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, partlcular]y durmg the

% period in which this report is being prepared;

b) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this
" .report’our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of
the period covered by this report based on such evaluation; and

¢) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred
during the registrant’s most recent fiscal quarter (the registrant’s fourth fis¢al quarter in the case of an
annual report) that has materially affected, or is reasonably likely to matenally affect, the registrant’s
internal control over financial reporting; and

The registrant’s other certifying officer(s) and | have disclosed, based on our most recent evaluat:on of internal

control over financial reporting, to the registrant’s auditors and the audit committee of registrant’s board of

directors (or persons performmg the equivalent functions): . ‘

a) All significant deficiencies and material weaknesses in the design or operatlon of internal control over
financial reporting, which are reasonably likely to adversely affect the registrant’s ability to record,
process, summarize and report financial information; and- & + ;

[T " . [ .

b) Any fraud, whether or not material, that involves management or other employees who have a significant

role in the registrant’s internal control over financial reporting. '

[ ¢ Sy N T v

/s/ Anthony K. Slater
“Anthony K. Slater
Chief Financial Officer and Secretary

] s

v,
e




Exhibit 32.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of Pike Electric Corporation (the “Company”) on Form 10-K for the
fiscal year ending June 30, 2006 as filed with the Securities and Exchange Commission on the date hereof (the
“Report”), we, J. Eric Pike, Chairman of the Board of Directors, Chief Executive Officer and President of the )
Company, and Anthony Slater, Chief Financial Officer and Secretary of the Company, certify, pursuant to 18 U.S.C.
§ 1350 as adopted pursuant to § 906 of the Sarbanes-Oxley Act of 2002, that: .

(1) "The Report fully complies with the requirements of Section 13(a} or 15(d} of the Securities Exchange Act of
1934; and

(2) The information contained in the Report fairly represents, in all material respects, the financial condition and
results of operations of the Company.

/s/ ]. Eric Pike

J. Eric Pike
Chairman, Chief Executive Officer and President
September 28, 2006

/s/ Anthony K. Slater ‘ o e :

Anthohy K. Slater .
Chief Financial Officer and Secretary
September 28, 2006




This Page Intentionally Left Blank




designed by curran & connors, inc. / www.curran-connors.com

Executive Oﬂficers

J. Eric Pike
Chairman, Chief Executive
Officer and President

Jetfery L. Collins
Vice President and
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James R. Fox
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Anthony K. Slater
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J. Eric Pike Charles E. Bayless Robert D. Lindsay
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James R. Helvey, Il
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Stockholder Information

Louis F. Terhar
Director

Stock information
New York Stock Exchange
Symbol: PEC

PEC
NYSE.

Stockholders of Record

As of Septembeér 15, 2004, there
were 32,590,337 ordinary shares
outstanding.

Corporate Headquarters
100 Pike Way

P.O. Box 868

Mount Airy, NC 27030

Transfer Agent and Registrar
National City Bank

Dept. 5352

Corporate Trust Operations

P.O. Box 92301

Cleveland, OH 44193-0%900
800-622-6757
Shareholder.Inquiries@nationalcity.com

Annual Meeting

December 6, 2006, at 2:30 a.m.
Bermuda Run Country Club
324 Bermuda Run Drive
Bermuda Run, NC 27006

Independent Auditors

Ernst & Young LLP

202 CentrePort Drive, Suite 200
Greensboro, NC 27409

This Summary Annual Repart includes
forward-looking statements that
reflect management’s current outlock
for future periods. These statements
relate to, among other things, Pike
Electric’s ability to estimate, forecast
and project industry trends. The
forward-looking statements in this
Summary Annual Report should be
read in conjunction with the detailed
cautionary statements identified in
the Company’s Annual Report on
Form 10-K for the fiscel year ended
June 30, 2006. The Company
undertakes no obligation to publicly
update or revise any forward-looking
statements.

We intend to post any amendments
or waivers to our Code of Ethics and
Business Conduct (to the extent
required to be disclosed pursuant
to Item 5.05 of Form 8-K) on our
website, www.pike.com, under the
link "Investor Relations” and then
under the heading “"Corporate
Governance.”

Officer Certifications

Pike Electric has filed as exhibits to
its Annual Report on Form 10-K for
the fiscal year ended June 30, 2006,
the Chief Executive Officer and
Chief Financial Officer certifications
required by Section 302 of the
Sarbanes-Oxley Act. Pike Electric has
also submitted the required annual
Chief Executive Officer certification
to the New York Stock Exchange.
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